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INTRODUCTORY 

When about to write this introductory, I was 
again impressed with the fact that I paid but com- 
paratively little attention to the opening remarks of 
other writers. Seeking help among my friends, I 
found that very few of them ever read the introduc- 
tions, especially those of any length, however much 
they might be interested in the body of the writ- 
ing. This was at least a hint that the wisdom of 
having any introductory would be in proportion to 
its brevity. 

I have tried to present the subject as clearly and 
explicitly as my command of language will permit, 
"without evasion and without varnish," to use an 
expression borrowed from a good friend; and I 
trust that the volume, as a whole and in its vari- 
ous parts, will be so self-explanatory that when you 
have finished its reading you will have formed a 
clear and definite conception of the ideas I have tried 
to express and promote, however much your judg- 
ment may dissent upon their merits. 

From the experiences of daily contact with fel- 
low-men, I have been constantly impressed with the 

wide lack of interest taken in money, currency, bank- 
ing and kindred topics, among the very people who 
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should be most actively concerned, and of the diffi- 
culties that attend any effort to rouse and quicken 
such interest. 

Much of this apathy may be directly traced to 
the voluminous and exhaustive detail with which 
writers have covered the field of discussion. In many 
of the works coming under my observation, I have 

found statistics and corroborative authorities, 
though excellent in themselves, arrayed in such vast 
quantities that they tax the patience even of those 
already much interested. 

Under such circumstances, I am sure that the av- 
erage person must stand appalled at the very bulk 
of the material he is asked to digest, and I can read- 
ily understand why he is so reluctant or even refuses 
to embark upon such an apparently encyclopedic 
task. 

It is my hope that the present volume, by its 
comparative brevity and its manner of presenting 
the argument, may catch and rivet the attention of 
all who may chance upon it, giving them an idea of 
the supreme importance of the subject and thereby 
encouraging them to a more exhaustive investiga- 
tion of its details. 

The abundance of available and pertinent ma- 
terial at hand, and the constant tendency and ap- 
parent necessity to give much attention to the de- 
tails of the discussion, has made the work of curtail- 
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ment and elimination rather difficult and the argu- 
ment may at times appear broken or disconnected. 
In sheer defense of space, I have been compelled to 
treat important phases of the subject in what is 
freely admitted to be a very brief and incomplete 
manner and, on account of such scanty treatment, 
possibly not altogether satisfying to those who 
would delve into the question in the fulness of its 
details and ramifications. 

Before closing this introductory, I desire to ex- 
press a few words of grateful appreciation to the 
artist, Mary E. McAuley, of Pittsburg, Pa., who, in 
the numerous illustrations and cartoons, has so splen- 
didly caught the "swing" and purport of my manu- 
script and suggestions. If you find that you have 
been interested in this volume and encouraged to 
further investigation, I am sure that it will be due in 
large measure to the manner in which the illustra- 
tions and cartoons help to "drive home" an argu- 
ment or express a situation, and the artist will be 
justly entitled to a goodly share of the credit, with- 
out assuming any responsibility for errors of com- 
mission or omission on the part of the author. 

JAMES A. FULTON, 

McKeesport, Pa., February, 1915. 
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CHAPTER I. 

John Borden visits Uncle Sam — Relates Experi- 
ences in Africa — Takes Pride in Labors — They Dis- 
cuss Capitalists and Wealth Holdingrs — His Return to 
Native Land — Notes General Prosperity — Inquires 
About Uncle Sam's Doings. 



Miss Columbia, — ''A gentleman desires to see 
you. Shall I bring him in to your den?" 

Uncle Sam, — "Certainly, dear. This is my favor- 
ite loafing quarters and the best place to entertain 
my visitors. I don't believe I will go down to the 
office today, anyhow. I feel like taking 'a day ofT 
and a little company, if it is agreeable, will help 
to fill in the time. If it is distasteful, I will soon get 
rid of him in some way or other.'' 
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Miss Columbia retired and soon returned, ac- 
companied by a fine-featured gentleman of dis- 
tinguished appearance and advanced years, whose 
deeply bronzed complexion indicated a nativity or 
long residence in tropical climates. 

Arising to meet the friendly approach of his vis- 
itor. Uncle Sam was conscious of there being some- 
thing familiar in his features or expression and men- 
tally sought to get him located. As they exchanged 
cordial greetings and a friendly handshake, this feel- 
ing was emphasized by a decided twinkle in the 
stranger's eyes, as if he knew that he had the ad- 
vantage of Uncle Sam's memory. 

After a slightly embarrassing moment, the vis- 
itor broke into a broad smile and said, "Well ! Well ! 
Uncle Sam, is it possible that you do not recognize 
your friends ? Your memory must be failing." 

"I guess I will have to give it up," drawled Uncle 
Sam. "I have been rummaging around in my mem- 
ory trying to get you located among my many 
friends, but it seems that I can't make the connec- 
tion. I have always sort of prided myself on being 
able to keep track of all of them, but the joke seems 
to be on me this time." 

"Your apparent lapse of memory is due to the 
fact that you are trying to get me placed among 
those you meet every day or have come in contact 
with recently, perhaps within a year or so," said the 
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visitor, keenly enjoying Uncle Sam's embarrass- 
ment. "But turn your thoughts back a few years, 
say about twenty-five or thirty. Think of me as I 
would have appeared when that much younger. 
Imagine me as being three or four shades lighter in 
complexion and " 

"John Borden, as sure as I'm alive!" exclaimed 
Uncle Sam, interrupting his visitor and grabbing 
both of his hands. "Where did you drop from? You 
are a cure for sore eyes. This is certainly a pleas- 
ure, indeed. I thought you dead and buried long 
ago, for I have not heard of you in years. Daughter, 
our visitor is one of my old and dear friends. You 
may recollect having heard me speak of him in years 
past and gone.'' 

"Oh, yes, often," replied Miss Columbia, "but I 
would not want to admit openly just how many years 
ago it was, for fear that Mr. Borden might think I 
am getting old. Sometimes we girls have to be care- 
ful and conceal the passing of years as much as we 



can." 



«i 



'Don't worry," said Mr. Borden, gallantly. "No 
one will be liable to accuse you of being old for many 
years to come, if they are to judge by appearances." 
"There you go, handing out flattery just like 
some of the younger men," countered Miss Columbia. 
"But I must be about the housework and I know 
that you two are just itching to talk about old 
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times," and she excused herself from the room. 

Soon they were comfortably seated in a couple 
of easy rocking chairs and Uncle Sam besan with. 
"Where have you been, John, for these many 
years? What have you been doing?" 



"Your questions would take a long; time to 
answer in detail, but I will give you the gist of it in 
a very brief form, for I am exceedingly anxious to 
hear the story of what you have been doing since 
last we were together," replied Mr. Borden, as he 
helped himself to a cigar at his host's invitation. 
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''I left the United States in January, 1910, and 
soon landed in the comparative wilderness of Central 
Africa, bent upon a business mission which I sup- 
posed would require me to remain there but a few 
months at most. Somehow or other I became much 
interested in the new country and its possibilities. 
I got in touch with various men and propositions 
relative to its development and soon found myself 
deeply immersed in new affairs and in the disposi- 
tion of which I became very much enthused^ 

"Thus one year quickly followed another, and, 
with the passing of each year, I became still more 
attached to the affairs of that country and less and 
less concerned in the affairs of my native country. 
It became hardly more than a distant memory, the 
immediate work about me absorbing almost my en- 
tire time and attention?*^ 

"It has been a great field of labor and it is a 
source of gratification to feel that I did somewhat 
near ^a man's share' of the work. It has been a 
work that I have enjoyed most keenly, even though 
it was occasionally dangerous to life or health and 
at times rather doubtful and precarious from a finan- 
cial point of view. We were not always certain of 
our ventures getting through safely to the point 
where they would produce adequate returnsrv 

"But, as the old saying goes, ^All's well that ends 
weU/ and on the whole our work has been a sue- 
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cess. I look back upon it with some degree of pride, 
which I believe you will consider excusable under 
the circumstances/' 

"Yes, entirely excusable,'' said Uncle Sam. "A 
man may justly feel some pride in the accomplish- 
ment of his part of the world's work, especially if 
the work has been of such a nature as to insure per- 
manent benefits to society at large, and, in its after 
contemplation, I am sure one will find at least a fair 
reward for the trials and tribulations he may have 
endured. It is a sort of mental pa3r]iient, perfectly 
understood by those of an industrious nature, but 
beyond the comprehension of those who are natural- 
ly inclined to be shirkers or drones. But did you 
make any money out of all your labors?" This 
question Uncle Sam put with a quizzical expression 
in his eyes. 

"No, not so very much," replied Mr. Borden. 
"Considering the extent and importance to that 
region of the work we put through, I suppose you 
would call it a flat failure if you measured it by the 
amount of wealth I have piled up. Some of those 
interested with me made more money from our 
work, but for myself I never seemed to care so very 
much for financial returns. We often had worries 
over money matters, but they were mostly caused 
by fear of something happening to check our work. 
I was too busy trying to get things accomplished to 
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waste time or energy in piling up the results for my 
own selfish uses.*^ 

"Many of the so-called 'capitalists' are wantonly 
accused of being 'hogs,' trying to get everything for 



themselves to enjoy seliishly, when as a matter of 
fact they may be wholly indifferent to personal re- 
wards and view monetary matters and wealth ac- 
cumulations simply as necessary tools in the pn^Mr 
development of affairs.^ 
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^^Qf course there are exceptions here and there, 
those who are sordidly selfish and view everything 
from the standpoint of their own personal aggran- 
dizement, who mistake the means for the end. But 
this is not true, generally speaking, or it would in- 
deed be a very dangerous and deplorable condition of 
society>^ 

''But, as I realized that one ought to make some 
reasonable provision for 'rainy days' and the declin- 
ing years of life, I have been able from time to time 
to put aside a little, until I suppose I have enough 
laid by to keep me for the balance of my years and 
make adequate provision for the dependent ones 
who have valid claims to my heli^T*^ 

"That is about all one needs, or, for that matter, 
about all he should be permitted to accumulate, for 
fear that it would pass into profligate hands and be- 
come wasted or used to the direct detriment of so- 
ciety rather than for its benefit.'**' 

^'Once in a while we find men of great foresight 
and will-power who can and do dispose of great 
wealth wisely, if death does not overtake them be- 
fore their plans are s^l completed. Generally speak- 
ingy however, very few people are capable of dispos- 
ing of large holdings of wealth without causing quite 
as much injury as good. But I must quit moralizing 
and get back to our subject^ 



"With the passing of the years, the dormaDt 
power of my earlier associations began to reassert 
itself. GraduaUy there arose within me a desire to 
close up my affairs and return to my native land to 
spend the evening of life?*' 

"This desire became so intense that it could no 
longer be denied and I began to shape up matters for 
my return, closing up finally a few weeks ago and 
returning to the United States after an absence of 
a score and a half of years!^ 

"Since my return, I have been traveling around 
a little, mainly in some of the cities I was formerly 
quite familiar with, trying to get my bearings again, 
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so I would not feel so much like a stranger. But the 
changes are so great that it will take me some time 
to get myself readjusted to fit. The cities in general 
have been almost wholly reconstructed and even out 
in the rural districts the changes seem to be very 
marked. Everywhere I see proof of great increase 
of your national wealth and of its wide diffusion and 
possession by the great mass of your people. Wide- 
spread prosperity is apparent on every hand and you 
seem to have almost entirely eliminated the abject 
poverty which formerly was so much in evidence 
and about which you were so much concerned.^ 

''Ever since I landed in this country, I have been 
arranging my travels so I could call upon you with- 
out any great delay. I just arrived here early this 
morning and called at your offices.^ 

"What kind of a reception did the boys give 
you ?" asked Uncle Sam, with a broad good-humored 
grin. 

"Oh, pretty fair," laughed Mr. Borden in reply. 
"When I asked for you, one of the younger ones rath- 
er flippantly told me that he 'believed the old gent 
was getting lazy, that he was liable to take a day off 
almost anytime and if I wanted to see you, I had 
better go out to the house !' I noticed, however, that 
his voice and expression both bespoke a love and 
loyalty to you and were not intended as disrespect." 

"Those boys of yours are certainly hustlers and 
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work as if they enjoyed their work rather than from 
fear of your wrath if they fell down or made mis- 
takes. You ought to feel proud of them, as no doubt 
you do*^ 

"That, in brief, is a sketch of what I have been 
doing and I am now ready to hear your story. What 
have you been doing in my absence ? It is apparent 
that the nation has been undergoing some great de- 
velopments and I presume that you have had a large 
part in such work, directly and indirectly. You al- 
ways did have quite a considerable range of activi- 
ties and I remember that when I left the country 
there was a whole host of other lines being consid- 
ered as more or less advisable or necessary for you 
to take up and push forward in order to protect the 
best interests of the people as a whde^ 

"From time to time, I have heard scattered and 
fragmentary reports of your doings, but, as I became 
somewhat buried away from the outside world, in 
large measure I lost track of the progress of events 
and will need much enlightenment along the lines 
of your labors." 



22 UNCLE SAM, BANKER 



CHAPTER IL 

Uncle Sam Describes Proerress Along Many Lines. 
Parcels Post An Example — Contest Between Pessi- 
mism and Optimism — Improvements in Money And 
Banking Facilities Most Important of Recent Years. 
Public Banks Installed — Bitter Opposition — ^Division 
of Banking Field Into Public and Private Spheres. 



''Well, John, I have listened with great interest 
to the sketch of what you have been doing and I am 
satisfied that you have reflected credit upon the land 
of your birth by the part you have taken in the 
world's development, even though your lines have 
been cast in far distant lands. But I rejoice that 
the yearnings for 'home again' Ijave brought you 
back to your native land at last.^*^ 

"You ask about our progress during the past 
thirty years and the part I have taken in it. I hardly 
know where to begin, for we have indeed made great 
progress along many different lines, some of which 
were unknown, or tft least hardly touched upon, 
thirty years ago.V*, 

"The things I now run direct or exfercise a dom- 
inant control over are so many and so varied that 
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some of the more timid of my people are afraid I 
will be swamped by their aggregate volume some of 
these days.^ 

^But I notice that our aMlity to ccmduct saccesa- 
f ntty the things we undertake seems to increase and 
devdop side by side with their increasing magni- 
tude and diversity. Our field of activity is now 
handled quite as successfully, in fact much more so, 
than it was when my affairs were but a fraction of 
their present proportions^ 

''On the whole, our people are well satisfied that 
their best interests have been conserved by the 
steady increase in the scope and magnitude of my 
work!^ 

"Even those who in theory were strictly opposed 
to a general enlargement of my scope of operations 
would often fall in line and uphold specific proposals 
as they were brought forward!^ 

"As a matter of fact, in about all the lines I have 
imdertaken, after they were installed and given op- 
portunity to produce results, those results have 
been so universally beneficial that almost every- 
one lays aside their objections and their fears and 
joins in hearty approval of the venture and mutual 
congratulations upon its successful outcome.*^ 

"This tendency of the people to adjust them- 
selves to newer and better conditions was quite clear- 
ly illustrated by our experience when the Parcels 
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Post was added to my postal system. This was 
about the time you departed on your African trip or 
perhaps a year or so later than that date. At the 
time- '' 

"I heard that you did finally take it over and was 
rather glad to hear of it," interrupted Mr. Borden. 
"If my recollection is correct, it was discussed pro 
and con for many years before I went away. Some 
of the people got very much heated up over the idea 
of you going into the parcel collecting and deliver- 
ing business. They deemed it an unwarranted en- 
croachment upon a field that should always remain 
in private hands.** 

"For my part I never could see very much dif- 
ference in principle or application between a letter 
that weighed an ounce or less and a parcel of mer- 
chandise that might weigh a few pounds. But what 
did you do with the 'Big Four' as they called the pri- 
vate express companies then existing? How did 
you get their permission?" 

"Oh, we did not ask for it," replied Uncle Sam, 
chuckling gleefully. "When we finally lost patience 
with their exactions and their inadequate service, I 
just started into the business on my own hodkf^ 

"Some of the express people laughed at my ven- 
ture and predicted disaster for it, but they were 
speedily and sorely disappointed. Within a year or 
two after we started our own Parcels Post System, 
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the escp»8s companies were panio-atrick^i at its 



^^e made sweepinc rednctieiis in the cstabUbdied 
rates and made the service available to a far wider 
range (ft people than the private express companies 
had accommodated. In fact, we made it universally 
accessible to all our people, no matter how remote 
their place of residence or business, just as we had 
been furnishing the mail servicers 

'Trom its beginning, the public Parcel Post Sys- 
tem was such a pronounced success that no person 
has ever suggested that we go back to the old 
regime\ 

''As in many other lines, the private express 
companies never had any great investment of physi- 
cal equipment and what little they had would have 
been of very little use to me, so I did not buy them 
out or pay any vast sum for supposed franchise val- 
uations. In fact, I don't suppose it would have been 
a wise move for me to have taken their outfits 
gratis.^ 

''About all they had was a sort of business or- 
ganization and at a very trifling expense we simply 
set up another organization, far superior to theirs. 
The thousands and thousands of postof fices scattered 
over the country with the many adjuncts for collect- 
ing and distributing mail matter was just what was 
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needed to take over and handle the Parcels Post. 
With a few changes here and there, a system of par- 
cel delivery was right at hand, ready for useN 

'The private express companies could not stand 
in the face of such competition and speedily became 
a very unimportant factor in the parcel business. 
The country was freed from the burden of paying 
large dividends upon their watered and fictitious 
stock valuations. Instead^ the people directly col- 
lected such dividends in the form of reduced charges 
and better service/^ 

''Millions and millions of dollars were thus wiped 
from stock market valuations, but the real wealth of 
the country was greatly increased^ for the Parcels 
Post under our public system has an economic effi- 
ciency far greater than under the old private ar- 
rangement> 

"Seldom, indeed, do any of the people express 
fears or regrets for the things accomplished. They 
accept them as entirely proper and would seriously 
object to abandonment of thenJ^ 

"It is the future work and progress that appears 
so dark and forbidding to them. At every sugges- 
tion the timid ones balk and shrink. They can see 
naught but gloom and disaster if I add anything 
new to my list of affairs. They hamper and hinder 
progress by their continual carping, objecting and 
fault-finding.*^ 
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''But these pessimists really do a very great and 
useful service, for they force a rather critical and 
complete examinaton of every proposal put forth. 

They compel it to be established rather clearly that 
the proposal under consideration is of a kind and 
character that can best be handled publicly, rather 
than by leaving it to private initiative and enterprise 
to conduct^^ 

"Were it not for this 'sifting out' process forced 
by those of pessimistic inclinations, we would soon 
be overwhelmed by a flood of ill-advised activities not 
at all suitable or advisable for me to get into, or least 
not so for many years to come.''^ 

"Some people are so visionary and imprac- 
ticable that it is almost impossible for them to get 
anything like a correct perspective of social pro- 
gress. They see private enterprise unable to prop- 
erly take care of a certain line of activity and they 
see that same line of activity taken over and run 
successfully as a public affair. They at once jump 
to the extreme view that therefore all things can 
best be handled collectively.*^ 

"The ultra-visionary are about as illogical as 
the ultra-conservative who would either deny the 
advisability of any extension of my field of activity 
or who would attempt to lay down any hard and 
fast limits for the future progress!^ 
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'Xihanging conditions, the progress of events 
and the increasing knowledge and wisdom of man- 
kind will, from time to time, dictate the scope of my 
activities, each proposal being settled npon its own 
merits rather than because it may fit in with the 
views of either extreme.^ 

'The political allignments of the present are 
largely but the grouping and regrouping of the peo- 
ple as they argue and dispute over the merits of 
various propositions put forth, to the end that the 
things selected to be instituted more publicly shall be 
those at the time most advisable or necessary!^ 

"Real progress lies somewhere between the ex- 
tremes of those who would go helter-skelter, with- 
out adequate investigation or discrimination, and 
those who are of such inert disposition that they 
would cease to make any progress!*^ 

"In the field of social progress, nothing could be 
more true than the old maxim — The golden mean 
lies between the two extremes.^ 

"Sometimes matters seem to progress so slowly 
that the ultra-progressive become very restless and 
wrathful. At other times, a reverse condition may 
exist and the ultra-conservative forces become 
alarmed and are in the last stages of despair and 
despondency over what they consider to be a serious 
illness of the body politic.** 

"But, on the whole, the result has been generally 
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satisfactory and you could travel about for days and 
find very few who would be in favor of abandoninv 
any of the lines of work I have engaged in. If we 
have equal success in the future, I am satisfied that 
the country will derive increasing benefits from such 
a policy^ 



"At the present time there are several matters 
being warmly debated throughout the country and 
it is not yet certain just what will be the next line 
of activity to come under my charge and keeping." 

"This brings me back in a roundabout way to 
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your question as to what I have been doing during 
the past thirty years. I hope you will excuse my 
wandering so far afield from the direct subject." 

''Certainly/' replied Mr. Borden. "I had almost 
forgotten that I had asked you any direct question, 
for I was so much interested in your free and easy 
comments upon the economic and political tendencies 
of the times^^ 

''But, I suppose it is too sweeping a request to 
ask you to tell of the many things you have insti- 
tuted or elaborated during my absence. Your re- 
marks about the Parcels Post lead me to believe that 
there have been various other lines of work you have 
undertaken, possibly even more important. Sup- 
pose I modify my question by asking you to outline 
the most important thing you have taken up or in- 
stalled, the one thing or the series of closely related 
activities which you consider to have been of the 
greatest usefulness and benefit to the pe<H»M^ 

"I know it will probably be a little difficult for 
you to pick out any one thing and call it the best of 
many good things, but I imagine there must be one 
thing in which you take a little extra pride and 
which lies just a little closer to your heart, without 
disparaging the usefulness or benefits arising from 
any of the others." 

"Yes, you are right," replied Uncle Sam, "and I 
am glad you have changed the form of your ques- 
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tion, for it was so all-embracing that I hardly knew 
where to start or how I could give you even a brief 
outline of my many activities." 

"It is rather a delicate matter to decide which 
is the greater among many things, all of which may 
be useful and apparently indispensable. Somewhat 
like the old dispute over the relative merits of fire» 
water and air. But in a practical everyday sense, 
we do draw lines of distinction between the things 
we deem of greater or lesser importance until we 
finally arrive at what we consider the one most im- 
portant.'*^ 

'^All things considered, I believe the people have 
already derived greater benefits, with every prospect 
of increasing future benefits, from the banking and 
monetary system that I am operating and from the 
general improvements in our currency and exchange 
system than from any other of the activities I have 
undertaken during the time you have been absent 
from us> 

'The results have been so beneficial and so far- 
reaching in their bearing upon the prosperity and 
welfare of the people that I often find myself won- 
dering why we did not take such steps years ago."*^ 

'The old system was so crude and so inadequate 
to respond to the needs of the people that it seems 
almost like criminal n^lect of duty on my part to 



84 UNCLE SAM, BANKER 

have refrained from taking charge of it much 






"Am I to understand that you have a banking 
system as part of your present direct activities?"' 
questioned Mr. Borden. '"You surely don't run banks 
as part of your regular work, like you run the post- 
office? You surely don't run a bank in anything 
like the sense that banks used to be run before I 
went abroad, permitting people to deposit their 
funds, check them around to each other, make loans 
to the people, etc.?" 

''Yes, indeed," said Uncle Sam. '^y banks do 
all of those things you mention, besides making 
themselves useful in many other ways. And they 
do their work with an economy and efficiency in- 
finitely superior to the old patch-work system, or 
rather lack of system, as you probably remember we 
had in operaticm thirty or more years agtRT* 

"Formerly, we had to depend, for our money 
service, upon a raft of so-called 'National Banks, 
state banks, savings banks, private banks, trust com- 
panies, private money lenders and other concerns of 
varied degrees of responsibility, operating under a 
variety of different laws and special privileges?^ 

"Their work was never satisfactory and it was 
always exceedingly expensive to the public at large 
and especially to the industrial and productive inter- 
ests. That hodge-podge of financial facilities was so 
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unscientific and inadequate that the country was 
periodically 'blown up' by its failure to respond to 
the needs. General business affairs were never safe, 
for the unscientific nature of the monetary facilities 
prevented business from having any solid founda- 
tion to build upon!^ 



THIS BIG- FELLOW 8EL0WGS IW 
1aY TRUCK-YOU WILL STILL HAVE flS 
MUCH AS >{0V CAW HAUL — 




''But years ago I came to a realization that the 
banking system, from its very nature and purpose, 
ought to be made a public institution, just as much 
so as the postal system. In fact there seems to me 
to be as many or more reasons and justifications 
for the banking system to be under my charge bb 
there are for the postal system? 
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''From the foundation of our government it has 
been evident that banking was not wholly a private 
business, for the laws were always, to some degree 
at least, trying to dictate what the banks, owned 
and operated by private persons, should do or should 
not do. They have always been considered semi-pub- 
lic and every once in a while the public had to take 
a more direct hand and help or force the banks to 

act for the public good.'^ 

''But it is only within more recent years that 
the people in general have come to realize that bank- 
ing is fundamentally a public function that cam 
not with safety, or with due regard for economy or 
ef ficiency, be permitted to remain under the rule or 
domination of private persons or corporaticmsT^ 

"The people as a whole were a long time in realiz- 
ing that truth, those selfishly interested in perpet- 
uating the old methods used every possible effort 
to prevent action, but the popular pressure became 
so great that it gradually swept aside all obstacles 
and prejudicesJ^ 

"We did not start in upon a very extensive scale, 
but began small and gradually spread out and de- 
veloped the public system, until today it has, in vol- 
ume, a great majority of the banking fidd, private 
banks existing only to the extent they are necessary 
to take care of some lines of money-lending not 
deemed feasible or advisable for the public system 



1910—1940 37 

to provide for. Even within tliis smaller fidd of 
usefulness we exerdse, directly and indirectly, a 
▼ery large measure of benefidal regulation and con- 
trol>- 

''Some of the more enthusiastic think it will 
soon be possible to abolish all other banks and pri- 
vate money lending and have every phase of the 
money service carried on through the public system, 
but, for my part, I do not cherish any such hopes. 
It seems to me that the personal equations and hu- 
man conditions are so varied and complex that it 
would be impossible or inadvisable to set up any 
complete monopoly of the worK?^ 

'It is somewhat the same as in the postal sys- 
tem, whereby the public established a means of 
transporting information, parcels, etc., between per- 
sons removed from each other. No matter how 
nearly perfect the system may be made, there will 
still be innumerable occasions, the odds and ends, 
where private means will best effect the purpose de- 
sired."^ 

"Private banking concerns, to the extent they 
still exist and operate in this country, do a very use- 
ful work in attending to the 'fag ends' and my pub- 
lic system co-operates and helps them to fulfill their 
spheres of usefulness.""^ " 

''Our present banking facilities are divided into 
what you might call two sections: Ist, the Public 
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Banks, handling a very large vdume of biisines8» and 
2nd, the Private Banks, with a comparatively smaD 
▼olame of business; both sections being important 
and necessary to the welfare of the peofde." 

'This is certainly a surprise to me/' said Mr. 
Borden. ''Although from time to time, in our Afri- 
can business affairs, the bankers we had dealings 
with told me that the actions of the United States 
along financial lines were having great effect 
throughout the world and would probably result in 
all countries rebuilding their exchange methodsf^ 

"Your people, or at least those most actively en- 
gaged in banking and financial matters, must cer- 
tainly have had a great change of opinion to ever 
have given their approval to the idea of your going 
into the direct banking business, even upon a small 
scale, to say nothing of the scope you have indicated 
that your present banking operations embrace!^ 

"Why, I can very distinctly remember that for 
years before I went away it was considered almost 
treasonable and a sure sign of idiocy to suggest tliat 
it would be wise for the government to go into the 
banking business. If any venturesome spirits put 
forth any suggestions along those lines they were 
immediately jumped upon by a horde of financiers, 
economists and public men. At that time nothing 
seemed more sure than that you would never go into 
the banking business." 



"Yet here I am, not only in it, but the 'biggest 
ih In the pimd/ ** laughed Uncle Sam. 



"It proves that the days of miracles are not quite 
past. Public opinion is now unanimous in upholding 
the wisdom of my banking system, and were any 
person to suggest seriously that I ought to go out of 
the banking business, I really think there would be 
a commission appointed to investigate his sanity. 
It is an evidence of the grand truth so weU expressed 
by Lowell, the poet philosopher: 
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'New occasions teach new duties. 
Time malies andent good mieoatlL 

Tliey must upward stiD and onward. 
Who would Iceep atoeast of Truth.' 

^Tes, there were many stormy arguments and 
debates prior to my entry into the banking business. 
I often think of the uncalled-for abuse and vitupera- 
tion heaped upon those patriotic pioneers, who with 
more or less clearness, foresaw the imperative 
necessity for my getting into the business 'with both 
feet' as the old saying runs. We owe them a great 
debt of gratitude for the manner in which they pro- 
claimed their views in the face of almost unparalleled 
calumny.*^ 

''But the idea began to get a sure foothold. It 
began to spread, slowly at first and then more rap- 
idly. There were no backsliders. People began to 
veer around in their point of view. They began to 
study banking operations as a public utility rather 
than as a private and corporate possession* Prob- 
ably in no field of economic thought has there been 
such a complete and sweeping change in opiniofl^ 

"Perhaps the most heartbroken people I meet to- 
day are some of my old friends who were considered 
as being among the standard economists of the old 
regime. Their writings are their monuments and 
some of them would give much to have blotted from 
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the records their many arguments protesting 
against my going into the banking business.^^ 

'In part, these men were thoroughly honest and 
sincere in their opinions, but I am sorry to admit 
that many of them permitted their judgment to be 
swayed and their arguments to be framed so as to 
uphold the expressed or implied wishes of great 
moneyed individuals or institutions who were such 
potent factors in financing the colleges, universities 
and magazines wherein many of the economists 
earned their living in the years past and gone.^ 

"Would it be asking too much of you to give me 
a brief outline of the banking system as it is today, 
together with the more important steps by which 
such result has been brought about?'' inquired Mr. 
Borden, as Uncle Sam paused in his reminiscences/' 
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CHAPTER m. 

Summary of Present Bankinsr Affairs — ^Borden 

Amazed at Conditions Revealed ^Asks Many 

Questions— Contrasts With Former Methods — ^Pri- 
vate Bankingr Field Explained By Uncle Sam — Much 
Different From Old Way More Substantial and 

Efficient — Accepts No Deposits — Loans Capital Stock 
Only. 



Before resuming the conversation, Unde Sam 
searched around among the many papers lying upon 
his table. Finally picking up a couple of leaflets, 
he handed one of them to Mr. Borden with the re- 
mark, 'It is a little statement prepared for the pur- 
pose of giving a brief summary of existing banking 
affairs.'' 

Mr. Borden read the leaflet through slowly and 
carefully, the expression of his face denoting a con« 
tinuous round of surprise and perplexity, Uncle Sam 
meanwhile keenly enjoying the situation. 

The leaflet in full was as follows : 

19 4 0. 

Estimated population of U. S 160,000,000 

Estimated wealth of U. 8.. .$300,000,000,000.00 
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THE PUBLIC BANKS. 



Every postoffice is a branch, empowered to 
transact various portions of tlie worlK included 
in tlie general system. 

Deposits received in any amount. 



All deposits subject to check, or withdrawal 
in cash, in whole or in part, at any time. 

No interest paid up<m deposits. 

Aggregate number of depositors 40,000,000 

Aggregate deposits $60,000,000,000.00 

Loans made upon bonds of states, counties, 
dties, school districts and other sub-divisions 
of government. Also to corporations, partner- 
ships and individuals upon pledging of ample 
real-estate security and upon warehouse certifi- 
cates of staple products. 

Interest rate upon loans 2 per cent 

Aggregate volume of loans, $60,000,000,000.00 
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After making ample allowance for aitire cost 
of operation, the public bank gjrstem results in 
a net annual profit to the government of ap- 
proximately $900,000,000.00 



THE PRIVATE BANKS. 

Approximate number of all kinds of 
private banking and money-lending con- 
cerns 200,000 

No deposits allowed, either ^on time' or ^sub- 
ject to check.' 

AU loans made from proceeds of paid-in 
capital stock. 

Aggregate capital-stock.. ..$15,000,000,000.00 
Aggregate volume of loans. .$15,000,000,000.00 

Interest rate upon loans— not to exceed 6 per 
cent. 
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Mr. Borden read the leaflet through a second 
time, even more carefully than before, his perplex- 
ity increasing with each momeat. 



Finally he turned to Uncle Sam and asked, 'What 
kind of a hoax is this? I thought at first that per- 
haps my eyes were playing me tricks, but, as the 
second reading seems to be the same as the first, 
I think the leaflet must be some kind of a joke, for 
it appears to me to be one of the most ridiculous and 
impossible statements that a printer could put in 
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black and white. It is about the extreme limit of 
absurdity/' 

^Neverthdess, it is simply a plain statemoit of 
the actual existing condition," replied Unde Sam. 

''It may be absurd to you, as you have not kept 
track of our progress during the past thirty years^ 
but the people nowadays see nothing absurd or un- 
reasonable in the situation as it is. Of course, the 
figures are large, but you will recollect that we have 
been growing and it now takes large figures to ex- 
press the situation." 

'Tardon me, if I may have seemed to be dis- 
courteous," interrupted Mr. Borden. "For the mo- 
ment I forgot that all my lifetime I have been get- 
ting one jar after another, as the many seemingly 
impossible things have been accomplished and 
joined the ranks of the commonplace. It is not the 
first time that my settled opinions have been torn 
from their rusty moorings!"^ 

''In fact, a very large part of all industry is now 
being accomplished with the aid of things and meth- 
ods formerly considered by a great majority of the 
people to be absolute impossibilities, hatched in the 
brainless skulls of idiots> 

"With your assurance that this leaflet is a cor- 
rect summary of present banking affairs, I must say 
that my preconceived opinions along that line have 
received a very hard jolt, say about on a par with the 
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one given by the advent of flying machines and sub- 
marine boats, which I was sure were also impossi- 
bilities.'^ 

^'Years ago I used to keep in touch with banking 
affairs a little, and, from the point of view of my 
earlier knowledge, I would be led to believe that it 
would be impossible to have banking affairs upon 
the basis indicated by the leaflet. But, as you say 
the leaflet is true, my old viewpmnt must have been 
incorrect or incomplete and I will be glad to have 
you go further into the detail^r^ 

'Tor instance, how do you get the deposits;, for 
I notice you do not pay any interest upon them? 
Surely people don't leave their money on deposit 
without interest? I recollect that a third of a cen- 
tury ago it was a universal practice for banks to 
compete for deposits and the competition enabled de- 
positors to get three or four percent or even a higher 
rate, at least upon such portions of their deposits as 
were of more permanent f omiT* 

'1 also notice that the deposits of sixty billions 
are subject to check, or withdrawal, in whole or in 
part, at the will of the depositor. You surely don't 
mean they have the privilege of withdrawing the en- 
tire amount, if they so desired, in paper money or 
coins? You surely don't keep any such stock as that 
of cash money on hand to meet such a possible de- 
mand? Where could you get such a large sum? I 
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hardly think there is one-half that much cash money 
in the entire world. And would not such a run, if 
made and you had the money to meet it, put your 
public bank clear out of business insofar as being 
of any use to those who had borrowed from it? 
Would they not be wholly smashed by the withdraw- 
al of the deposits?^ 

"In the private bank system you seem to also 
have made many very material alterations in their 
field of work, as compared with what it was for- 
merly!^ 

"At that time, one of the first and important 
things for a bank to do was to coax or attract de- 
posits from the people and it was always essential 
for the banks to hold on to the deposits after get- 
ting them. Of course, they allowed people to check 
or withdraw but they always had to make sure that 
enough deposits would come in to offset any with- 
drawals. But, by the statement, I see that all pri- 
vate banks, including all kinds of banks as I once 
understood them, are now absolutely prohibited from 
accept^g any deposits or opening any deposit ac- 
counts^^ 

"In fact, they seem to be occupying about the 
same position as private individuals formerly did 
who had some spare money and saw fit to loan it to 
others. I am not prepared to say that a private sys- 
tem of that nature, differing so widely from what 
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it was formerly, is best, or advisable, bat it appears 
logical at least. They simply loan their own money 
to those in position to give them satisfactory secur- 
ity or assurance of repayment and they charge them 
an interest rate for the risk and service." 

"I am very glad to see you find some vestige of 
reason and logic in our banking system. I was 
afraid, from the trend of your numerous questions, 
that you were going to condemn it in toto," said 
Uncle Sam. 

"But I think when you fully understand how our 
public system is organized and how it operates, you 
will find it not a whit less reasonable or logical than 
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the private portion of the banking system, and yoa 
win find both waMng in harmony to bring about 
the best results^ 

''Of course it would be impossible to give any- 
thing like an exact idea of the details of either por- 
tion of the system without a general idea of the 
other portion, but, as we will have to make a start 
somewhere, let us give a little time to the private 
system before entering upon the larger and possibly 
more interesting work of the public system."^ 

'These private banks, as we now have them, are 
simply groups of people, sometimes few and some- 
times many in number, who pool surplus money ac- 
cumulations into a common fund for the purpose of 
investing it in loans to those who wish to borrow it> 

"For reasons which will be evident when we get 
into a more detailed description of the workings of 
the public bank system, the applicants for loans from 
the private banks are practically limited to those 
who do not have the kind of security required by the 
public banl&s. The private banks are confined to a 
class of loans more risky and of a character imprac- 
ticable for the public banks to handle/' 

"For instance, Jones may be a man wholly with- 
out tangible security to offer, but he may need some 
money very badly. The public banks could not pro- 
vide for his needs on account of his lack of proper 
security?^ 
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''On the other hand, Jones may be a man of un- 
questioned integrity and of good business ability. 
His neighbors and friends in general may have 
every confidence that he would pay back anything 
he borrowed. Some of them might be perfectly will- 
ing to endorse or 'stand good' for his loan!^ 

'The local private banking concern, run by those 
who know him and who have the best opportunities 
to investigate all the attendant circumstances^ may 
feel it was entirely safe and justified in making 
a loan to himf^ 

"Satisfactory arrangements being made, Jones is 
granted the loan and pays the agreed rate of inter- 
est to cover the risk, expense and at least a little 
profit to the bank.^ 

"Business firms of every kind, as well as indi- 
viduals, without the security which would enable 
them to get their service at the lower rate public 
banks, all come to the private banks with their sec- 
ond quality security and are accommodated up to the 
measure of the banks' ability to make loans and of 
their confidence in the borrowers' and endorsers' 
ability to repay. In this way all the odds and ends 
of the money lending business are pretty well taken 
care of, far better than formerly?^ 

"In fact, the best classes of loans made by the 
private banks are upon security but a slight shade 
less certain than that required in the public system. 
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and, as there is a constant competition amona: the 
private banks to get the best loans, the ones with 
the least chances of loss, it results in those loans be- 
ing placed at but slightly higher rates than the two 
per cent rate of the public systemi:^ 



"Since the private banks are lending out their 
own money and not deposits belonging to other peo- 
ple, it results in the private banks using their very 
best judgment and discrimination in making loans. 
Endorsements are closely scrutinized and there is a 
higher standard of financial integrity among the 
people in general than what existed under the old 
systenT*^ 
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^^Most of the private banking concerns are pure- 
ly local and co-operative in form, where the people 
of a community pool funds to supply local needs. 
Thousands and thousands of these are scattered all 
over the country and you can find them in every 
neighborhood. Usually they do not have any exten- 
sive quarters; their managing officers simply meet 
from time to time and transact their business at a 
minimum of expensed 

''But some of the private banks are designed for 
more than a local field. They are the ones wherein 
great masses of funds are pooled by the more 
wealthy, or by a larger number of individuals."^ 

''This class of banks takel^ care of the larger 
items of the business of the private banking field. 
All of the larger loans upon secondary quality se- 
curity are made through them?^ 

"A manufacturing concern may need a large sum 
for a short time and, although perfectly solvent, may 
not have the security required by the public banks. 
Or, having the security, it may have good reasons 
for not wanting it 'tied up' for the time being.*^ 

'^The larger dass of private banks meet that' 
field of money lending with efficiency and compara- 
tive safety, for every phase of it is handled by those 
in best positi(m to judge of its merits and who would 
lose in the event of making mistakes."^ 

"We have fixed a maximum of six per cent for 
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the interest rate upon loans from the private bank- 
ing concerns, but it is more a matter of form than 
of real necessity. In actual practice most of the 
loans bear much less than six per cent interestX 

^^The private banking concerns, not haviiv any 
'depositors,' are in no danger of being stranded higk 
and dry by a 'run upon the bank,' such as occasional- 
ly happened under the old system. They have no 
'demand liabilities' hovering over them like a per- 
petual storm-cloud, awaiting opportunity to swoop 
down and work havoc among the banks, and upon 
the public in general, by catching the banks loaded 
up with assets in the form of loans difficult and even 
impossible to convert into ready funds to meet such 
'run/ *^ 

''Under the present system, the private banks do 
not promise or agree to do anything beyond the 
measure of their ability. Under the (dd system they 
agreed to do many things that were an absolute 
physical impossibility and their sdvency depended 
upon not being asked to do the very thing they 
agreed to, and which the law omipelled them to do 
if requested?^ 

"It may seem rather odd to you, but the thou- 
sands of private banks and lending associations 
nowadays handle very few circulating bills or coins. 
Their work is almost wholly a matter of bookkeep- 
ing. Practically all of the private banks have de- 
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posit accounts with the public banks and, if they 
have any surplus funds on hand, they keep them on 
deposit with the public banks until such time as they 
desire to loan them out. Then they simply check 
them over to the borrowers, very little of what you 
call 'cash money' being used by them in the ordinary 
course of their businesjT^ 

"A great majority of the private lending con- 
cerns, some of them having a very large volume of 
business, do not maintain any costly banking-house 
equipment, such as was formerly considered neces- 
sary to attract trade and throw proper safeguards 
around the large sums of bills and coin^ kept on 
handf^ 

^^A present-day burglar who had any respect for 
the dignity of his profession, would hardly stoop 
so low as to waste his time and talent in such small 
pickings as the average private bank robbery would 
produce. He could do much better by stealing nick- 
ds and dimes from the shoe-shine cash register.'^ J^ 

"The minor details and workings of the private ^^^y^ 
banking concerns are regulated by various enactiMHF 
under rather stringent public supervision and made 
to fit in with the general plan as outlined.^* 

"In a broad way, the public banks work more 
automatically, they deal in certainties, while the 
private banks deal with the human equations and 
varied traits of character. V 
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"The private banks place as much or more re- 
liance in their personal knowledge of the integrity 
of would-be borrowers as they do upon the security 
they may have to offer. In fact, a large portimi of 
th«r loans are without any prc^wrty security what- 
ever, a condition tltat could not be safely or ade- 
quately provided for in any public banking system.^ 

"You will pardon me if I have skipped over or 
treated too briefly some of the phases of the private 
banking business as it exists today, but I have hur- 
ried through in order to take up the discussion of 
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the public banks, for I imagine you are more anxious 
to hear about them than about the private banks/' 
"You are right/* replied Mr. Borden. "While I 
have been much interested in what you have said 
about the private end of the system, I think my cur- 
iosity is more aroused in regard to the public banks, 
not only because of their handling the largest vol- 
ume of business, but on account of this statement of 
their condition, which seems so directly contradic- 
tory and illogical/' 
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CHAPTER IV. 

Federal Reserve Banks — ^Disappointment of Bigr 
Bankers — Postal Savings Banks — Inadequate Pro- 
visions — But an Entering Wedge — Earlier Opera- 
tions Meagre, But Afterwards Developed — Public 
Opinion for Enlargement of Scope — ^Decision to 
Make It a Success. 



"I suppose you will get the best and clearest idea 
of the present workings of the public banks if we go 
back a little way and sketch some of the various 
conditions and steps that have led up to their pres- 
ent organization!^ 

''Let us go back to the date when you left this 
country on your trip abroad, January, 1910. Of 
course, I had considerable influence in shaping bank- 
ing affairs prior to that time and had many laws for 
their conduct and regulation, but it would be need- 
less for me to take time to describe what you will 
easily remember for yourself?^ 

''Apart from the fact that it would be well to 
review the general course during the entire period 
of your absence, it happens that your departure from 
us was but a few months in advance of my direct 
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entry into the banking business, to wit: the estab- 
lishment of the Postal Savings BankT^ 

''At about the same time, or a little later, we also 
placed in operation another act known as the 'Feder- 
al Reserve Bank Plan,' which was an important ad- 
dition to the then existing 'National Bank' legisla- 
tion. This was a bank for banks, a sort of clear- 
ing house which enabled banks to help each other 
when help was needed, and, under certain condi- 
tions, made it compulsory to do so.^^ 

"In many respects the new 'Reserve Banks' work- 
ed a very great improvement in the then existing 
banking system. It was possible for individual 
banks more quickly to realize upon their assets, by 
rediscounting them with the Reserve Banks, and 
they were thereby more able to take care of local 
'runs' than formerly. The Reserve Bank Act also 
made several other changes. It took away some of 
the customs that the banks had previously em- 
ployed. It gave them some new and additional pow- 
ers which it was believed would be beneficial, and 
which proved to be so.*^ 

"At that time the big bankers were anxious to 
have some kind of a 'central bank' but they did not 

get exactly the kind they wanted.^ 

"They wanted a bank of their own creation and 
under their almost exclusive domination. As they 
had it 'framed up' the people were to have hardly a 
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word to say in its control or management. It was 
to be a bankers' bank, exdusivdy controned by the 
banking interests and under which the smaDer banks 
and the general puUic would have had to sneeze 
every time the big f eUows twjk a pinch of snuff. It 
was about the most barefaced effort to create a pri- 
vate monopoly in banking affairs that was ever at- 
tempted in this country?* 

"What they got was something a little different. 
We gave them a form of 'central bank/ but it was 
one in which the government retained the contrd 
and principal management. We gave them one that 
compelled the big fellows to go to the help of the 
smaller ones instead of giving them power to bleed 
the little fellows.^ 

"The big fellows were 'sore as boils' at not get- 
ting the kind of 'central bank' they had been schem- 
ing for, but they had to accept it, for the people had 
just come through a disastrous financial panic, 
brought about by the inadequacies of the old bank- 
ing system and were determined to prevent a re- 
currence, if possible.^ 

"When you come to think it over, the establish- 
ment of the Federal Reserve Banks was a pretty 
radical departure, in some respects even more rad- 
ical than the establishment of the Postal Savings 
Bank.'^ 

"The Postal Bank was simply a venture of our 
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own and upon our own responsibility. But the 
Federal Reserve Banks were based upon capital 
stock which I arbitrarily forced the banks to con- 
tribute and their central management was by a 
board appointed by myself. Even though I was 
doing it for the general welfare and for the welfare 
of most of the banks, it was possiUy a little high- 
handed to walk into every bank, pick up a bundle of 
their money regardless of their own views, and use 
it to open up another bank. The Postal Bank was a 
recognition of the right to get into the banking bus- 
iness on my own hook, but the Federal Reserve Bank 
Act in a way added insult to injury by assuming the 
power of making the existing banks furnish the 
working capital for another bank, under penalty of 
being practically forced from the banking field.'*^ 

"The 'Federal Reserve Banks,' as organized un- 
der the Act, were very useful for some years. They 
made the old system a little more endurable while 
we were getting our public system developed, but 
they were only makeshifts at best, and they event- 
ually passed away, their best features being con- 
tinued and merged with our PuUic Bank System as 
it grew and developed, which brings us back to the 
Postal Savings BankT** 

"It took a long, hard fight to secure the Postal 
Banks. Bankers generally were opposed to it and 
some of them fought it as strongly as they dared to 
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risk the disfavor of the general public, which was 
quite unanimously in favor of it." 

'The Postal Bank was finally secured, but it was 
in such a meager and inadequate form that it ap- 
pears but a travesty in comparison with the Public 
Banks of today. Those who were opposed to any 
kind of a Postal Bank had a too large measure of 
influence in its drafting. It was apparently framed 
to secure the least possible measure of results^ 

"The banking interests of every kind, who had 
looked askance upon the idea of any public compe- 
tition in the fields which they arrogantly assumed 
to be theirs by some sort of *divine right,* chuckled 
in high glee and congratulated each other on their 
success in having my banking aspirations shunted 
off into what they thought was a blind alley that led 
nowhertf?^ 

^^So far as immediate results were concerned^ the 
people were buncoed by the establishment of the 
Postal Banks, as the banking ^powers that be' of that 
day had cleverly calculated. If the original Postal 
Bank Act had been entitled ^An Act to Suppress 
Postal Banking' it would have more properly ex- 
pressed the results of its earlier operationf'*^ 

"It was loaded down with so many conditions 
and restrictions that it did not encourage deposits 
and there were few inducements to increase the 
number of depositors. It was about the only busi- 
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ness I ever started where I had to practically h&nz 
out a sign reading 'Open For Business, But We Don't 
Want It.*^ 

"At the time, there was a story going the rounds 
about how an innocent would-be depositor was placed 
under arrest by a policeman, who mistook his efforts 
to do business with the Postal Bank as an attempt 
to break into and burglarize one of my buildings.V 



"The banking interests, in forcing their own 
ideas upon the Postal Bank, were not simply content 
with placing all manner of straight- jackets to keep 
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it from growing, but made sure they would reap the 
benefits if it should acddentaHy attain any growtHT^ 

"They accomplished this end by having incor- 
porated in the bill provisions requiring the depos- 
its to be turned over to them at a merely nominal 
rate of interest. The Postal Bank was to pay two 
per cent for deposits and then turn right around and 
farm them out to the banks at two and one-half 
per cent. The banks would take the deposits and 
loan them back to the people for six per cent or as 
much more as the 'traffic would stand.' As a mat- 
ter of principle, this was about one of the rankest 
propositions ever put upon the statute bocrios. In 
practice, it could not result in much injustice so 
long as the bank would do little or no business, which 
the bankers had figured would be the probable re- 
sult^ 

"It is only fair to state that much of the meager- 
ness of the provisions of the original Postal Bank 
bill were due to the extreme caution and carefulness 
of those who were honestly in favor of my going into 
the business, but who thought it wise and necessary 
to proceed slowly at first.*^ 

"One of the principal obstacles in the way of an 
early growth of the Postal Bank was the fact that 
in those days other banks of all kinds were paying 
three or four per cent for deposits, in many cases 
even a higher rate.^ 
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''Once in a while, depositors of the private, state 
and so-called 'National Banks' would lose by fail- 
ures, but, owing to my rather strict supervision over 
their affairs, the popular confidence in the ability of 
the banks to pay their depositors in full was suffi- 
ciently strong to hold the deposits substantiaUy in- 
tact at the rates of interest then current. The two 
per cent rate of the Postal Bank did not seem large 
enough to attract deposits in large volumes, just as 
the bankers had shrewdly calculated.^ 

^'Practically, the Postal Bank was just a little 
collecting agency for the other banks, gathering up 
a few driblets of deposits which the other banks 
could not get or hold.^ 

"The banking interests smiled and smiled, while 
the general run of the people kept wondering why 
the expected public benefits had not materialized.^ 

"But the enaction of the Postal Bank Bill, while 
it was devoid of immediate results, was really a tre- 
mendous stride forward, in the fact that it regis- 
tered a definite public approval of the idea of my en- 
tering the banking business direct. It was what you 
might call the seed or parent-stem from which has 
developed the splendid Public Banks of today.'' 

''The passage of the biU recognized my theoreti- 
cal right and duty to go into the banking business, 
even though the provisions of the first Postal Bank 
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law were so drawn as to prevent me from doing very 
much business.* 

"This recognition alone was of vast significance, 
for prior to that time it was the dictum of the bank- 
ing interests, supported by the bulk of the financial 
'experts,' that banking should never become any part 
of my direct activities.** 

"I was thoroughly vexed at the imposition that 
was being practiced upon the people and with dif- 
liculty curbed my impatience. But I felt sure that 
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the system would afterwards be developed and ex- 
panded into a real public bank that would fully ad- 
just the practice to the theory. In this reject, the 
devdopments of the years have fairly borne out my 
hopes and antidpationsr^ 

"In spite of all the obstacles erected, the de- 
posits in the Postal Banks made some growth and 
in the course of four or five years mounted to up- 
wards of a hundred million dollars^ 

"It was then I decided that the opportune time 
had arrived to reshape the Postal Banks so they 
would be something like a real public affair, rather 
than simply an adjunct to the private banks. 

"I put the matter squarely before our people. I 
told them that the bank was beginning to be of some 
consequence as a place of deposit in spite of all its 
handicaps, but that we were not making the proper 
disposition of the deposits. I told them that it ap- 
peared absurd to turn those deposits over to the 
other banks at two and one-half per cent for 
them to reloan to the people at six per cent and even 
more in many case^ 

"I explained to them that there was a vast field 
of absolutely safe investments which we ought to 
take advantage of. States, counties, cities, school 
districts and other governmental sub-divisions, 
where the security was unquestioned, were paying 
much more than two and one-half per cent upon 
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their bonded indebtedness and would be glad t9 
avail themselves of a lesser rate. I suggested that 
we ought either to invest the funds in bonds of that 
character or lend direct to the various government 
bodies upon deposit of their bonds^ 

''I explained to them that if we loaned the money 
out at the current obtainable rate upon that kind 
of security, we could make a good pn^t on the dif- 
ference between the two per cent d^osit rate and 
the rate that could be obtained for the loans» and 
that such profit should go to the benefit of the gov- 
ernment**^ 

"If they did not want the government to make 
any profit out of the business, I explained to them 
how it would be possible to put the money out at a 
shade above the two per cent, thereby enabling the 
cities, etc., to get that much of their money service 
at a less rate of interest than they had been paying, 
thus being a direct saving to all tax-payers by less- 
ening the amount of their public interest charges.^ 

"I told them that I was sure we had made no 
mistake in deciding to go into the banking business 
and that it was only common-sense to go forward 
and make it a success just as rapidly and as thor- 
oughly as circumstances would permit. I argued 
thi^t the Postal Bank, in its then limited form, was 
relatively useless, but if it was permitted to grow 
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it would surely be of vast benefit to the people as a 
whole.** 

"I also explained that it was quite possible, at 
some time perhaps not far in the future and as the 
Postal Bank would become more developed, also to 
make loans to the people more directly upon their 
real estate mortgages, staple products, etc., so that 
they would directly reap the benefits of a reduced 
interest rate nprai the money service required in 
the conduct of general business affairs.^ 
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"That line of argument struck home. It found a 
ready and cordial approval among the general run 
of the people, who had been wondering what was 
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the matter with the Postal Banking System. They 
could see no harm in making a success of one of 
their own institutions. They could see great good, 
if, by making it larger, it would either reduce the in- 
terest charges they had to pay or put the profits of 
such excess interest into the general treasury.^ 

"Of course, the banking and money-lending in- 
terests bitterly opposed my going into the business 
in fact as well as in theory. But they had no ar- 
guments against it except those obviously based 
upon their own selfish ends, so the aroused public 
sentiment could not be sidetracked or hoodwinked, 
as it had been bef ore"?^ 

"It was decided that we should go right ahead 
and enlarge the volume and scope of the Postal 
Bank as rapidly as circumstances would permit and 
develop it into a system of real Public Banks ade- 
quate to the needs of the people and framed upon 
such lines as would produce the greatest measure of 
benefits to the people in general. 

"From that time onward, our policy has been to 
take up in regular sequence the failings and short- 
comings of the old banking system and install such 
improvements as existing circumstances would war- 
rant or permit. Many years have been required by 
the successive measures of legislation and installa- 
tion involved in transforming the old, inadequate 
and burdensome system into the splendid system of 
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banking which is so large a factor in our present 
welfare^ 

'The various steps in the change from the old 
system to the new have been so wisely chosen that 
there were never any serious or injurious disturb- 
ances in our finances. It has been the rule that eadi 
measure installed was beneficial in its result. Some- 
times it took a little longer than some of the peojde 
thought necessary to arrive at a certain desired re- 
sult. Sometimes it took a little more roundabout 
course than was pleasing to some of the ultra-en- 
thusiasts who, in their impracticability, thought it 
possible to jump almost immediately from the old 
to the new."^ 

''Our policy has not been to ignore the banking 
machinery and methods formerly in vogue or to at- 
tempt to create a system of exchange without any 
semblance to that formerly existing, which would 
work endless confusion to the people in general. It 
has rather been to keep pretty closely to the old 
forms of exchange instruments. The essential dif- 
ference has been in transforming such instruments 
from being privately supplied and operated into a 
form publicly supplied and operated, and in greatly 
reducing the cost of the money mechanism.' 



» 
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CHAPTER V. 

Direct Investment of Postal Deposits — Public 
Securities, Three And One-Half Per Cent — ^Increase 
of Interest Upon Deposits From Two to Two And 
One-Half Per Cent — Rapid Increase of Deposits. 
Decrease of Deposits in Other Banks — IncrecuBe of 
Their Capital Stock — Other Banks Prohibited Prom 
Acceptingr Deposits — Mortgasres and Warehouse Cer- 
tificates Made Available for Public Bank Loans. 
Some Weaknesses of Old Banking System Laid 
Bare — Payment of Postal Deposits — ^A National Cur- 
rency Provided. 



"One of our first moves was to abolish the prac- 
tice of depositing the Postal Bank funds in other 
banks at two and one-half per cent interest. We 
decided to invest or lend them out on public securi- 
ties of the kind I have just mentioned.'^ 

"We had considerable discussion as to what rate 
of interest we should ask. Some thought we ought 
to loan it out at about one-half per cent higher than 
the two per cent we were paying. They claimed 
that would be sufficient to pay all expense involved 
and we should not make any profit out of the 
transaction. They claimed that a costless money 
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UNNECESSARY 



POSTAL BANK AT BIRTH 




mechanism was an ideal program that we ought to 
insist upon right from the start.^ 

''Others thought we ought to take the deposits 
and put them out at the highest rate we could se- 
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cure upon that kind of loans and suggested that 
we could find plenty of takers at four or four and 
one-half per cent. They rather agreed with the 
others in the theoretical desirability of a costless 
money mechanism, but thought it was still some 
distance in the future and that in the meantime the 
general public should take whatever profits could be 
made from their operations!^ 

''In reality, we decided upon a compromise rate 
which partly recognized the truth in both of their 
arguments and which seemed to be one that pre- 
sented the fewest difficulties in its installation?^ 

^^We agreed upon a three and one-half per cent 
rate of interest, which would result in the various 
communities, etc., effecting a considerable saving 
in their interest payment and which would also prob- 
ably net the government quite a nice margin of 
profit from the business!^ 

"All the available deposits on hand were speedily 
taken up by the bonds of various communities that 
had been paying a higher rate and were glad to have 
the opportunity of a lower rate. At that rate we 
could have placed many times the amount we had for 
disposal and we had a little difficulty keeping the 
various communities in a good humor. Our stock 
of goods was not sufficient to supply the demand, 
but we tried to scatter it around equitably .^"^ 

"We explained our regret at not being able to 
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take care of all the demand, but said that we would 
handle more of it just as fast as we developed our 
Postal Bank business, and that we had plans ar- 
ranged which we felt sure would result in largely 
increasing the lending facilities of the Postal Banks 
at an early date.*^ 

"Our next move was in the direction of increas- 
ing deposits for the Postal Bank. We raised the rate 
of interest to two and one-half per cent instead of 
two per cent.*^ 

"This soon brought in large additions to the de- 
posits. They increased quite rapidly. Banks that 
had been paying but three per cent interest upon 
deposits found that their deposits were steadily be- 
ing drained by the Postal Banks with their two and 
one-half per cent rate. The one-half per cent dif- 
ference was about offset by the absolute safety of 
deposits in the Postal Banks. Banks paying higher 
than three per cent were not affected quite so quick- 
ly by withdrawals, but had to shade down their in- 
terest rate.'*^ 

"As fast as the new deposits came in, we put 
them out as we had the others, at three and one- 
half per cent. The demand at that rate was still 
sufficient to take all we had available, although our 
deposits soon became of multiplied volume.^ 

"These lesser rate loans which we were putting 
out soon began to have a very peculiar, yet per- 
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f ectly natural effect. They made a ^backfire' compe- 
titi<m in the money-lending business which began 
to have a material bearing on the rates that could be 
secured for money by private persons or by the 
other banks. They found it increasingly more dif- 
ficult to pay their expenses and interest upon their 
deposits^-' 

''Eventually they all had to pare down the rates 
of interest paid to their depositors. Such a course 
was inevitable, but it was like 'jumping from the 
f r3ing pan into the fire.' V 

"As they reduced their rate of interest upon de- 
posits, it had the effect of driving more of the de- 
posits into the Postal Banks. Few cared to leave 
their savings in the other banks when the interest 
rates were approximately the same.^ 

"The continued growth of the Postal Bank depos- 
its and the increasing competition from the Postal 
Bank loans kept steadily drawing the interest-pay- 
ing deposits out of the other banks, for soon the 
majority of other banks could no longer afford to 
offer much more than the Postal Bank rate." 

"We helped the process along a little by prohibit- 
ing banks from paying more than four per cent 
upon deposits, then by reducing it to three and one- 
half, then to three per cent, then to two and one- 
half per cent and finally we prohibited them from 
paying any interest upon deposits. These success- 
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ive actions of ours by which other banks were specif- 
ically compelled to reduce their rate upon deposits, 
were more for the purpose of securing complete uni- 
formity than as any necessity for building up the 
deposits of the Postal BankST*" 

^^Our deposits grew as the inevitable result of 
our two and one-half per cent deposit rate coupled 
with our three and one-half per cent loan rate.*^ 

"But we thought it wise to place some curb upon 
the occasional banks which might still try to keep 
up a high rate for deposits and depend upon reim- 
bursing themselves by lending out upon extra risky 
securities or endorsements at very high rates of in- 
terest, or upon payment of large bonuses. That 
practice was indulged in by some of the banks un- 
der the old regime, sometimes getting through safe- 
ly and sometimes causing widespread disaster by 
their coUapse.*^^ 

"We thus came into possession of all the sav- 
ings or time deposits; the other banks had left as 
depositors only those who kept 'checking accounts' 
for business convenience, for, in its earlier stages, 
our Postal Bank did not cater much to 'checking 
accounts/ ^* 

"As the other banks were losing their deposits, 
it resulted in a steady increase in their paid-in cap- 
ital stock. Banks, in general, became more like what 
6 
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some of the banks were even under the old regime. 
They had a large capital to lend out and not so much 
deposits.^ 



THERE IS STILL A FIELD 
f Oa My LOflWSi BUT YOUR 
PUBLIC BANKS ARE DRAINING 
MY ABILITY T O MAKe THEM 
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"The back-fire competition of the public loans re- 
leased large volumes of capital that had previously 
been used in bond and mortgage investments and it 
sought a new outlet of investment. Bank capital 
stock afforded a good field of investment as there 
were still plenty of opportunities to loan money. 
Bank capital kept increasing with the decrease of 
deposits^ as the field of investment was both inviting 
and profitable. Our Postal Bank gradually became 
a large holder of bonds and mortgages as security 
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for loans. The former holders of the bonds and 
mortgages invested part of their holdings in direct 
productive industry, part in the form of private 
bank or other stocks and allowed the remainder to 
become 'deposits' in our Postal Banks.'** 

"A little later on, we threw the Postal Bank wide 
open for 'checking accounts' as well as 'savings ac- 
counts' and, in a year or so more, we took action 
prohibiting other banks from having any deposit 
accounts. It was hardly necessary to make it com- 
pulsory, as the great bulk of people were anxious to 
place their 'checking accounts' with our Postal Bank. 
But we greatly simplified matters by definitely tak- 
ing all deposit accounts away from the other banks 
and giving them to understand that from then on- 
ward they must do business with their own capital 
and not with other people's deposits, either 'time' or 
'sight.' ^ 

"At about the same time, we also enlarged the 
class of securities that were acceptable for postal 
loans. We made it possible for corporations, part- 
nerships and individuals to secure a margin of loan 
upon their real estate holdings and also upon ware- 
house certificates of staple products."^ 

'This brought the beneficial effects of our lower 
rate loans very forcibly to the attention of all and 
caused widespread rejoicing throughout the landJ*^ 

"Even the most obtuse of those who would not 
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appreciate or admit the beneficial effects that had 
previously arisen through permitting communities, 
etc., to get a lower interest rate, were glad to 'aee 
the light' when it came directly home to them in the 
form of an opportunity to get some of their own 
money service at a lesser rate of interestT 

"Our Postal Bank by that time was in possession 
of practically the entire volume of deposits former- 
ly held by all the banks. Speaking from memory, 
I think we had about fifteen billions of deposits. This 
amount was steadily increased until we now have 
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approximately sixty billions, as you noted by the 
leaflet?^ 

''We also had on hands in our vaults at that time 
practically the same 'cash' holdings that the other 
banks had kept on hand, or the amount they would 
have had if the Postal Bank had not been institut- 
ed.^ 

"We did not loan out the full amount of the de- 
posits during the time when we were developing 
the Postal Bank up to the fifteen billion dollar stat- 
ure referred to, but always kept what was called 
a 'reserve fund' in cash, meaning gold and silver 
coins and 'legal notes/ ^ 

"The purpose of this was two-fold. First, — ^To 
have on hand sufficient funds to take care of with- 
drawals. Second, — As a means of regulating the 
volume of loans.^ 

"The first of these, while it was in line with the 
traditions of former banking, was largely a myth 
under our Postal Bank, which was growing, and the 
deposits steadily exceeding withdrawals. It would 
have required little, if any, 'reserve' to take care of 
withdrawals, for the people considered the Postal 
Bank, secured and endorsed by all the power of the 
government and the wealth of the nation, about the 
safest possible place to keep their funds, even in 
times of war, or other extreme unsettlement of af- 
fairs, either at home or abroad in other nationsT 
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"'Under the old system of banking there was less 
confidence in the security of banks, and, of course, 
there was always a larger probability of withdrawal 
demands being made. They were legally supposed 
to be met, but in practice the legal obligation was 
sometimes ignored. You will remember that in the 
financial panic that broke loose in the summer of 
1907, a couple of years before you went away, the 
banks quite generally refused to pay their expressed 
and implied obligations by suspending cash pay- 
ments.^ 

'The second purpose of keeping a 'cash reserve' 
in our Postal Bank — ^to serve as a means of regulat- 
ing the volume of loans or credits extended, — ^was 
based upon a much more real and vital factor.^ 

"It would not have been wise to loan out the en- 
tire amount of deposits as fast as they came in, per- 
mitting the loan to become a re-deposit, ad-infinitum, 
for this would simply have resulted in an unlimited 
expansion of loans or credits; and this in turn would 
have made our entire volume of m<mey mechanism 
very unstable in value and would have caused gen- 
eral disaster by such inflation and instability.** 

"Under the old system of banking, the volume 
of bank loans or credits was kept somewhat limited 
by the available amount of gold and silver coin and 
'legal notes' accessible for 'reserve' purposes. There 
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was a sort of mathematical limit beyond which it 
was impossible to extend bank loans or credits?^ 

^'Every dollar of deposits and loans locked up' a 
portion of the coin or legal notes and, of course, the 
Yolume of coin and legal notes available had a ma- 
terial bearing upon the volume of bank credits and 
loans. The volume of gold and silver coin, in turn, 
was kept limited partly by the amount of bullion 
produced, partly by its accessibility to the mints and 
partly by its uses for other than money purposes. 
The volume of paper notes available as 'bank reserve 
money* was kept limited by law^ 

''The whole machinery for regulating the volume 
of bank loans and credits was very crude under the 
old banking system. It was not framed upon cor- 
rect lines and its results were largely a matter of 
chance and 'pot luck.' In comparison with the ex- 
act, systematic and smooth-working method by 
which we now regulate the volume of loans or cred- 
its, the old-style method would cut a very sorry fig- 
ure!^ 

"Nevertheless, it was the kind we had in oper- 
ation at that time, and, in taking over and national- 
izing the banking system, we simply continued some- 
what along the old lines until we could gradually re- 
place with newer and more modem methods of de- 
termination. But, later on, I will explain this a lit- 
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tie more fully, as it is one of the most important 
features of our present financial system.^ 

"At the time when we placed our Postal Banks 
open for the 'checking accounts' we were a little 
puzzled whether to pay interest upon them or not. 
We finally simpUfied the whole matter by pbidng all 
depoNts upon an equal footing, paying interest apon 
all and making all sabject to check. It made a little 
more work in keeping track of interest computa- 
tions, but it enabled us to avoid a lot of confusions 
which a complex double system would have en- 
taUed> 

"The revenues being received from loans were 
far more than sufficient to pay all the expenses and 
it seemed that those in active business, who could 
not afford to keep their money tied up in permanent 
deposits, ought to share in the distribution of inter- 
est, in proportion to the amount of their average de- 
posit, just as well as their more fortunately situated 
neighbor. Such action seemed entirely fair and few 
ever denied its justice." 

"At first glance, you might think it was a very 
radical move to make all accounts 'payable on de- 
mand' or 'checking accounts,* but in reality it was 
re of a matter of simplifying and harmonizing 
! system rather than of material bearing on its 
ual operations.*^ 
"Under the old system not only were all the 
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^checking accounts' subject to demand but the sav- 
ings or time deposits were all payable, by giving no- 
tice, within a very short timeJ*^ 

^^But those supposed provisions were simply 
phrases upon the statute books. In reality they were 
a physical impossibility. At any time a small per 
cent of the 'checking account' depositors alone could 
have drained the entire 'reserve' and all other 'cash' 
out of the banks, simply by asking for a fulfillment 
of the statutory provision"!^ 

"Sometimes it required a great deal of scheming 
and manipulation, bluffing, coaxing and intimidation 
on the part of both the old banks and the govern- 
ment to enable the banks to dodge or sidestep a ful- 
fillment of their expressed and legal obligation to 
pay. All manner of substitutes and subterfuges 
were employed and, if the demand finally became too 
general or too insistent, they simply repudiateSl 
their obligations and made their creditors accept 
their 'promise,' instead of doing what they had 
agreed to do and what the law said they must do."*^ 

"It seems strange that the statute books were so 
long burdened with a law that involved the absurd- 
ity of accomplishing the impossible. It was cer- 
tainly a farcical process to give the banks the privi- 
lege of promising impossibilities and then apparent- 
ly make all industry and the welfare of the nation 
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dependent upon the probabilities of their not being 
asked to fulfill their obligations as agreed upon> 

'^If repa3rment of depositors^ 'on demand' or even 
within a short period, was a wise or necessary re- 
qnirement, then it should have been possible of ful- 
fillment. If impossible of fulfillment^ then it could 
not have been a wise or necessary requirement^^ 

"A 'reserve fund' as employed by the old system 
of banking, was a species of gambling on a gigantic 
scale, somewhat similar to the practice of stock mar- 
ket marginal gambling wherein people would some- 
times agree to sell or buy more stock than was in 
existence. It seems strange that people could dis- 
courage common forms of gambling and yet permit 
their exchange system to be handicapped by such a 
vast gambling possibility."*^ 

"It was directly contrary to the policy pursued 
by general business interests. For instance, a manu- 
facturer would never think of incurring an obliga- 
tion in the form of a 'deliverable on demand' order 
equal to all the product that he might be able to turn 
out in the next one or five years. His business 
career would be very brief, indeed, if he attempted 
to carry out such a hazard^ 

"The prudent business man would be very care- 
ful not to promise to deliver more than he could pro- 
duce and only so fast as his production would per- 
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mit. He would never let his promises get ahead of 
his capacity to perform."*' 

"The inadequacy of 'reserve funds' as a guarantee 
for deposits was quite forcibly summed up by one of 
my old banking friends in the remark that they 
were useless when not demanded, unattainable wh«i 
there was any real demand and in the last analyas 
were only to be used in paying the receiver's ex- 
penses when the bank went into insolvency.' ^ 

"However, under the old system, no matter what 
the personal or legal obligation between the banks 
and the depositors, under certain circumstances, 
such as prevailed when large numbers of the depos- 
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itors were clamoring for their funds, a 'suspension 
of payments' was an imperative measure to protect 
the general public from disaster/* 

^*Uncle Sam was interrupted by Mr. Borden who 
said, "In reading financial history years ago, I was 
often impressed with the fact that a 'suspension of 
payments,' such as was resorted to by banks in times 
of great emergency, usually brought about a better 
condition of affairs and helped to prevent far great- 
er disaster. Sometimes bankers would be quoted as 
saying that it would have been better if suspension 
had been sooner."^ 

'The so-called bimetallists, monometallists and 
'fiatists' were always wrangling and jangling over 
the necessity or advisability of having all forms of 
paper money made redeemable in coin, the bimetal- 
lists holding that it should be redeemable in either 
gold or silver, the monometallists in gold alone, 
while the 'fiatists' held that it was absurd to redeem 
in either.*** 

"But not even the most rabid of them would deny 
that banks should be compelled to pay their deposit- 
ors in some form of money, if requested, and it al- 
ways seemed to me that every suspension of bank 
payments, requiring banks to pay out and exchange 
credits and debits instead of cash money of any 
kind, was an admission that the 'fiatists' had a large 
measure of truth back of their position." 
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''Yes/' resumed Uncle Sam, ''it was in truth an 
admission, though perhaps almost unconsciously, 
that their position was absolutely sound and correct 
in principle, even though many of the 'fiatists* fav- 
ored plans of action and operation that would not 
have been wise or profitable to install." 

"The fundamental position of the 'fiatists' was 
that money, meaning the entire medium of ex- 
change, whether in the form of coins, bills, bank 
credits, bonds or otherwise, was a bookkeeping prop- 
osition in a modern or civilized nation, and that the 
question of having an adequate and efficient ex- 
change medium was a question of scientific book- 
keeping by recognized and duly constituted public 
authorities. They believed that a modem exchange 
system involved the creating, maintaining and ex- 
changing of a proper volume of debit and credit 
accounts rather than a use of coins, bills, or other 
material things.^ 

"The 'fiatists' held that coins, or paper cur- 
rencies, were justifiable only as conveniences, that 
they should only represent a certain volume of debit 
and credit accounts created, but should never be 
used as a means of determining what volume of deb- 
its or credits should be created or maintained?* 

"In former years, a few of the people were open- 
ly and avowedly 'fiatists/ The great mass wer« 
'fiatists' almost instinctively and without a realiza- 
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tion of its full meaning. A few were opposed to fiat- 
ism, but found it increasingly difficult to harmonize 
their opposition with the fact that fiatism could al- 
ways be relied upon to restore order in times of 
great need or emergency, such as when the systems 
of metallic coins, bills and bank 'obligations to pay' 
had collapsed.^ 

"Much of the former opposition to the fiat theory 
of our exchange system was due to its opponents 
usually claiming that it provided for an unlimited 
issue of money. It was claimed that 'fiatism' taught 
that it was only necessary for the government to do 
the issuing and that it would be of full value and 
usefulness, regardless of how much might be is- 
sued.^^ 

"Cartoons were drawn in which I was pictured as 
operating a printing-press, running off and handing 
out to each and all a big bale of money, inferring 
that it was an easy way to make everyone rich and 
above need of work or worry .'^^ 

"Such construction was far from the real truth 
of what the fiat theory really provided for, but I will 
admit that it was in a measure justified by some of 
the absurd propositions put forth by so-called 'fiat- 
ists.' *^ 

"To show how ridiculous some of the proposi- 
tions really were, I recall one wherein it pro- 
vided for an annual issue of money up to the total of 
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public expenditures, thus hoping to have the people 
exempt from all burden of taxation, not taking into 
account that such subserviency of our medium of 
exchange would upset its usefulness and work untold 
disaster and injury to all.^ 



"As the real truths of fiatism became separated 
from the grotesque and erroneous measures some- 
times put forth by those who were striving to pro- 
vide an escape from the old system, they became 
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more generally accepted, until nowadays nearly 
everyone is a ^fiatist' in theory, practice and belief. 

But I am getting ahead of my story. We were speak- 
ing of the ability of banks to pay their depositors un- 
der the old system.^ 

"It would have been impossible for the banks to 
have paid more than a small portion of their deposit- 
ors off under the most favorable circumstances and 
the paying out of their 'cash on hand' would have de- 
stroyed the basis upon which their loans were 
created and regulated. Under such circumstances it 
would also have been impossible for the borrowers 
to repay their loans when agreed upon, or, in fact, 
at any time so long as such a condition would exist. 
To attempt to get money from them to pay to de- 
positors would simply bring on general bankruptcy 
and prostration of industry?^ 

"As stated, we made all our Postal Bank deposits 
^payable on demand' at any time. To accomplish 
this, to provide a means of doing what the banks had 
formerly promised, but could never perform, we pro- 
vided for the issuance of a genuine National Cur- 
rency, full legal tender for all debts, public and pri- 
vate, in convenient denominations and in volume up 
to the maximum amount of the deposits. These 
notes were in addition to the other forms of paper 
money then in use.^ 

"As a matter of history, we did have a lot of such 
7 
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notes printed and stored away to be ready for de- 
mandSy but as a matter of practice, the people never 
wanted many of them, or any kind of cash money, 
except to the most limited extent. Our bank was so 
much safer from theft or destruction than private 
safes, cash-drawers, pockets, old fruit cans, chimney 
comers, bureau drawers and other hiding places, 
that the people were perfectly content to have their 
funds left in the bank. A 'checking account' with 
our bank was the most ready and convenient form 
for making all payments of large size and was pre- 
ferred to 'cash' for such purposes. Cash was used 
only for small retail purposes, where the inconven- 
ience and risk of carrying around small change was 
considered less than the trouble of making out and 
keeping track of checks for the innumerable small 
purchases that were constantly being made.^*^ 

"Being able to pay off our deposits when re- 
quested, it brought about a condition wherein the 
people did not want to withdraw?**^ 

"Under the old system, depositors were often- 
times demanding their deposits because they felt 
sure that the banks could not pay all. Each wanted 
to get on the safe side by drawing out his funds be- 
fore others drained the banks. This often caused a 
solvent bank to be wrecked before the 'run' would 

be stopped. The withdrawal of the deposits and the 

wrecking of the bank spread havoc among the bor- 
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rowers, who, being compelled to repay their loans 
post-haste, would oftentimes have to make great 
sacrifices to secure the needed means of repayment.'' 

"To forstall any possible emergency that might 
arise from the fact that we still retained the old 
method of regulating the volume of bank loans, we 
provided that the new currency should not be avail- 
able as 'reserve money' for our Postal Bank. In that 
respect we put them in the same class as the notes 
issued under the old 'National Banks' and the notes 
of the 'Federal Reserve Banks.'*^ 

"They could not be used to 'pyramid' the bank 
loans by redepositing and using as a reserve mar- 
gin for further loans. Until we could make arrange- 
ments for a better system of regulating the volume 
of loans, we could not permit any material interfer- 
ence with the workings of the then existing method, 
however imperfect it may have been^ 

"In getting possession of the deposits, we had 
also come into possession of the stock of coin and 
legal notes which the other banks formerly had in 
their vaults. We simply kept it for the time being 
as our basis for regulating the volume of bank loans, 
just as the other banks had done." 

"Wait a minute! Wait a minute [^interrupted 
Mr. Borden. "It seems to me that there is something 
at fault with your argument at this point. So far the 
story of your progress seems to have been perfectly 
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logical, but there seems to be something wrong with 
your idea of giving the depositors a right to with- 
draw their deposits, even though they might never 
ask to have that obligation carried out/' 

''It doesn't seem altogether clear to me how your 
system could be solidly based if it permitted a with- 
drawal of deposits, for would that not have com- 
pelled you to bankrupt your borrowers by forcing 
them all to pay back their loans, without opportunity 
of extension or reborrowings ? Suppose the deposit- 
ors had used their option and withdrawn their de- 
posits and kept them in their own private methods. 
Would your system not have been smashed just as 
certainly as the old system would have been 
under like circumstances?'' 

Here the conversation was broken off by the en- 
trance of Miss Columbia, who said, "I don't like to 
interrupt you men, but I have already called a couple 
of times for you to come out to dinner. I guess you 
were so much interested that you never heard me. 
Please come right along before everjrthing gets cold 
and before some of the hungry and impatient boys 
take a notion to clean up the table without waiting 
for you." 
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CHAPTER VI. 

Stabilizingr of Bank Loan Volume — Old Methods 
Inadequate — New Ones Adopted — Metalllsm a Hind- 
rance — Opposed to Full National Independence. 
New Methods Brought Full Independence — Bank 
Loans Freed From Dread of Withdrawiner Depos- 
its — Average Price Stability — Quantitative Theory. 
Its Truth. 



After dinner the conversation was resumed. 
Uncle Sam taking up the subject at the point where 
it had been interrupted. 

''At that time in our progress, we had simply 
nationalized the formerly existing banking system. 
We had taken it over into collective management 
and relegated the former banking institutions to the 
position of private money lenders. We had cheap- 
ened a portion of the money service in use by the 
difference between our three and one-half per cent 
loaning rate and the rate which otherwise would 
have been paid for it by the borrowers.^ 

''Now that we had come into possession of the 
banking system by easy and logical stages, we began 
to improve and develop it to greater usefulness and 
efficiency.^ 
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''One of the very first subjects we took up for ad* 
justment was that which dealt directly with your 
questions in regard to our loans being based upon a 
margin of cash holdings, practically as under the old 
system of banking?^ 

'^e realized that it was an absordity mder 
the old system to base the loans upon a cash auirgin 
which was liable at any time to be withdrawn by the 
depositors^ 
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"We realized that, inasmuch as such process 
would involve the accomplishment of an impossibil- 
ity, it could not be in accord with sound or correct 
economic principles^ 

**We realized that it would not alter the scientific 

status of the case to say that there would be a les- 
sened possibility of withdrawals under the public 
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system, and that it would be very illogical to claim 
that such condition would justify our acceptance of 
the errorT^ 

"We also realized that the old system of deposits 
and loans upon a margin of 'legal reserve' was very 
unstable and unsatisfactory. We could never be 
sure of how much reserve money would be on hand 
or obtainable at any time?^ 

"The production of the precious metals was a 
very uncertain factor. Their production had a wide 
range of variation, especially when considered in 
periods or decades of time, which comparison was 
vitally necessary in order to harmonize with busi- 
ness calculations and obligations requiring many 
years for consummation.^ 

"The quantity of precious metals used in the 
arts, etc., was also a very uncertain factor and hard 
to calculate or depend upon, so that, in addition to 
the uncertainty as to how much of the precious 
metals would be produced, there was also the doubt 
as to how much of the total production would be- 
come available for monetary uses.*^ 

"The demands of other nations upon the total 
supply of metallic money was also subject to sud- 
den and extreme variations. Every action they took 
affecting the so-called 'efficiency' of the metallic 
moneys and legal reserve notes, such as permitting 
banks to use less for 'legal reserve' purposes or re- 
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quiring them to use more, had a very direct bearing 
upon our own domestic affairs!^ 

''Every action taken by other nations, that re- 
tired the precious metals from monetary uses, say 
for the purpose of strengthening their 'war chests/ 
or every action taken for the purpose of depleting 
those 'war chests/ thereby forcing additional vol- 
umes of the precious metals into monetary use, had a 
very direct bearing upon the workings of our own 
financial system under the old regime:^ 

"We all realized that it was dangerous and un- 
scientific to allow so important a matter as the vd- 
ume of our loans to be determined by the relative 
scarcity or abundance of either gold or silver, or by 
both of them, and we could easily see that the haz- 
ard was not lessened by the existence of an addi- 
tional volume of 'legal reserve notes,' for the volume 
of those notes was never adjusted to meet the vary- 
ing needs of business^ 

"We also realized that it was not only dangerous 
and unscientific, but exceedingly unpatriotic to per- 
mit our domestic affairs to be dictated or controlled 
so largely by factors outside of our jurisdiction and 
control. We felt certain that our monetary and 
financial system should rightly be based upon the 
wisdom and intelligence of our own people, not sub- 
ject in any material sense to be overthrown or han- 
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dicapped by the foolish or selfish actions of other 
nationsN 

''H^ice we began to figure out just how to estab- 
lish a better method of determining the volume of 
loans than the former method, which was subject 
to control by so many uncertain and irresponsible 
factors.** 

'In making such replacement, we had to deal 
with questions of supreme importance in monetary 
science, but which have only within recent years 
been given anything like an adequate consideration.* 

''As you will recall, we had in our banks at that 
time, roughly speaking, fifteen billions of deposits 
bearing two and one-half per cent interest and we 
had outstanding loans of about thirteen billions 
bearing three and one-half per cent. We also had on 
hand coin and legal notes to the amount of about two 
biDions.^* 

''Back of the loans and pledged for their repay- 
ment, we had bonds and mortgages equal to three or 
four times the volume of the loans. Hence it was 
but a question of calculation to figure out what pro- 
portion of loan to the security would be sufficient 
to provide the same volume of bank loans a£^^ ^-^ 
were then floating upon a 'cash reserve' margwi.^ 

"We made such calculation, and we then aban- 
doned the old for the new method of determining the 
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volume of loans to be made from the public banks. 
This was a fundamental movement, installed with- 
out any jar or disturbance to business, but the wis- 
dom of which has become increasingly apparent 
with the passing of years.*^ 

"From that time onward, the volume of loans 
was regulated with almost automatic precision. No 
longer were the people thrown into alternate chills 
and fevers, as the production of gold and silver 
ebbed and flowed.^ 

"Our people could go to bed at night absolutely 
indifferent as to whether Kings, Czars or Kaisers 
loaded up or depleted their war-chests. An exporta- 
tion or importation of the precious metals was sim- 
ply a movement of commodities and had no more 
bearing upon our exchange system than a like move- 
ment of wheat or steel would have had^ 

"Business in general and borrowers in particular 
were freed from the dreaded danger of deposits be- 
ing withdrawn from the banks, thereby causing dis- 
aster to their own affairs."^ 

"Under our system, we soon made it not only 
possible for deposits to be withdrawn, in cash, if the 
depositors so desired, but we arranged it so that the 
borrowers would not be wrecked by the withdrawal. 
We really divorced the loans from their dependence 
upon the deposits. You will understand this more 
clearly as we get further along in our story.*^ 



1910—1940 



109 



"I can hardly imagine any condttiwi of affairs 
which would induce the pet^le to take such course, 
but if every dollar of deposits were withdrawn and 
stored in private safety places, our loan volume 
would continue unimpaired." 




"But how did you arrange it so that the volume 
of loans would be proportioned rightly from time to 
time?" questioned Mr. Borden. "I can easily see 
how you adjusted matters at the time of making the 
change, for that would be simply a matter of calcu- 
lating what per centage of loan to security was suffi- 
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dent to provide for the total volume then existing. 
At that time you had to provide for loans of about 
thirteen billions.** 

"But how did you provide for its after regula- 
tion ? How did you provide so as to have the correct 
amount of loans at all times, approximately speak- 
ing? How did you keep the volume from becoming 
too large or too anall, or, in reality, how could you 
tell when the volume was too large or too small? 
How did you decide, for instance, whether to limit 
loans to twenty, thirty, forty, fifty or sixty per cent 
of the security ?" 

"I see that you readily grasp the idea that in tak- 
ing over the old system and temporarily continuing 
the former method and volume of loans, we had not 
altogether gotten rid of former unsound and un- 
scientific methods of fixing the volume," replied 
Uncle Sam. 

"Under the old system, at times the supply of 
loans obtainable was too restricted and business in- 
terests would be thrown into serious troubles by in- 
ability to borrow sufficient for their needs, even up- 
on the best of security. Prices would fall and general 
depression would ensue.^ 

"At other times, the supply of loans available 
was too liberal, loans could be placed to a much 
larger proportion of the security, speculation was 
encouraged, business went booming upon a false 
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basis of rising prices and soon would come the in- 
evitable smash induced by such rising prices and 
consequent unsettlement of the equities of money 
obligations and contracts.T" 

"The correct guiding principle for regulating the 
volume of loans became clearly defined when we 
analyzed the reasons for any loans of money or bank 
credits, or, in fact, the purpose of having any ex- 
change medium.^ 

^^he primary purpose of all forms of cash 
money, bank credit and other forms of exchange 
medium, was to assist in and make possible the 
movemyent of the various articles of wealth, as they 
were passed along from person to person in the suc- 
cessive stages of their production, distribution and 
consumption.^ 

"The volume of such exchange medium thus be- 
came a sort of artificial commodity which would 
purchase all things, and which could be purchased 
by all things, according to the relative scarcity or 
abundance of such exchange medium, when com- 
pared with the volume of things to be exchanged.^ 

"Its market price, or exchange value, was de- 
termined by the natural operations of the law of 
supply and demand. Comparatively speaking, if the 
volume was low, prices were low, while if the volume 
was high, prices would be high/*^ 

"That was what was called ^the quantitative 
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theory of money' away back in the days when they 
were somewhat heatedly discussing the coinage of 
gold and silver, was it not?" inquired Mr. Borden. 



i 
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MONOmETRUIST BIMETALI.I5T 



"Oh, yes ! the same thing," replied Uncle Sam. It 
was absolutely true then and it is true today. The 
diflSculty and confusimi of thought in former years 
arose from the fact that a major portion of the fac- 
tors involved were usually ignored in the discus- 
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'The monometallists and bimetallists alike fell 
into the same error of viewing money in the re- 
stricted sense as only being the amount that was 
secured by the coinage of the precious metals, ignor- 
ing the real truth that the great bulk of the eflfect- 
ive, price-making money volume of the country did 
not consist of either gold or silver, but was ^credit 
money' created and maintained through the opera- 
tions of banking and bondingT^ 

''Under such conditions of inadequate under- 
standing of what the volume of money really in- 
cluded, the quantitative theory apparently suffered 
many very hard jolts."^ 

"Limiting their viewpoint to metals alone, the 
disputants could take turn about and conclusively 
prove, by reliable statistics, that prices had risen 
when metal volume was comparatively falling, and 
that prices had fallen when metal volume was rising, 
just the reverse of what the quantitative theory was 
supposed to teach.^ 

"Had they broadened their investigations and 
viewpoint so as to include the entire volume of 
money, the quantitative theory would have shone 
forth in all its brightness as a Pole Star of guid- 
ance." 



8 
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CHAPTER VII. 

Determining: Course of Prices An Important 
Work — Adjustment of Loan Proportion to Maintain 
Prices Steady — Simplicity of Process — Power to Fix 
Prices is a Vast One — Existed Under Old System, 
But Controlled By Accidents or Selfish Private In- 
terests — Oftentimes Operated Against Public Wel- 
fare — Fluctuation of Individual Prices Beneficial. 
Average Stability Requires Public Control. 



"Our present system is based upon a full recog- 
nition of the quantitative theory of money. We be- 
lieve that only by a proper adjustment of the supply 
of money loans or credits to the demands can we ar- 
rive at a stable medium of exchange." 

"But it was apparent we could not preserve a 
stability by simply making loans without any re- 
gard to the effect that individual loans would have in 
fixing the value of the total volume which should 
be created or maintained. On the contrary, it was 
apparent that the proportion of loan or credit ex- 
tended to individual or corporate borrowers should 
be subordinate to the needs of the whole people for 
a stable value money." 

'^A stability in average prices of the very things 
which the exchange medium was to help move logic- 
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ally became the only trae guide we Indicator of the 
Tolnme of money medium that should be created or 
maintained." 

"We calculated the avera^ prices of a large 
number of the leading products, each considered in 
proportion to its importance. The larger items of 
commerce had greater weight in such calculation 
than the smaller ones." 



"Using the average prices then existing as our 
starting point, it has been our constant aim to regu- 
late the volume of loans and credits so as to main- 
tain such stability indefinitely." 
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"Our expert statisticians are constantly em- 
ployed in ascertaining the movement of average 
prices. Their work is really one of the most import- 
ant details of our banking and financial work, as the 
aggregate volume of loans, or credits, are in large 
measure dependent upon the results of their calcu- 
lations." 

"When they find that average prices are mater- 
ially or steadily rising, it is proof that there has 
been an alteration in the relative supply and demand 
for loans or credits, or money, if you prefer to use 
the shorter term to include all medium of exchange." 

"Such rising average prices would indicate that 
money was too redundant, and we would restore the 
equilibrium by reducing the proportion of loan to 
security pledged." 

"If average prices were falling, it would indicate 
that money was too scarce, and we would restore 
the equilibrium by increasing the proportion of loan 
to security pledged." 

"In practice this equilibrium or adjustment of 
supply and demand is very easily accomplished. A 
slight change in the proportion of loan to security 
pledged does not materially affect the calculation of 
any prospective borrowers, but, in the aggregate, it 
has sufficient power to preserve the amount in such 
volume as will maintain an average stability of 
prices." 
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"That seems very logical," said Mr. Borden. "It 
certainly provides for a definite restriction or regu- 
lation of the volume/' 

''Even the most radical monometallist or bimetal- 
list would at least have to admit its theoretical pos- 
sibility, for their own arguments, insofar as they 
had any real merit, were also based upon a limita- 
tion of volume rather than in any qualities inherent 
in either of the metals." 

'The monometallists claimed that the quantity 
of gold alone would provide the best restriction of 
money volume, while the bimetallists claimed that 
the quantity of both gold and silver would provide 
the better and more adequate restriction of money 
volume." 

"But does not the system have the power of 
boosting average prices by unduly increasing the 
volume of loans ? And also the power to depress av- 
erage prices by unduly reducing the volume of 
loans ? Is that not a very great power to give to any 
system, or to the body of ofiicials in charge of such 
work?" 

"Yes, it is a tremendous power and its proper ex- 
ercise is of vast importance to our welfare/' replied 
Uncle Sam. "But it is one of those powers which ex- 
isted before and which would have been existing and 
operating if I had never entered the banking busi- 
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nessy so it cannot be said that we have created any 
new hazard along that line." 

"Under the old banking system, this power was 
exercised in part by a variety of factors. We had the 
free coinage of gold, which threw our mints open to 
all the gold presented for monetary use. Old pro- 
ducing mines might become exhausted. New ones of 
fabulous richness might be uncovered by a miner's 
pick. Chance, the accidents of discovery, and not 
monetary needs or requirements, controlled such 
part of the volume." 

''We had a mass of silver coinage which had 
been issued under various enactions that simply in- 
jected such volume, without any further provision 
for adjustment to meet monetary needs, either by 
increase or decrease." 

"We had three or four hundred millions of money 
in the form of 'United States Notes' being the rem- 
nant of the old 'Greenback' currency issued during 
the Civil War period. This currency was originally 
issued to help out the dire fiscal needs of the gov- 
ernment in prosecuting the war. They were issued 
to take place of inadequate revenues and not to pro- 
vide an adequate exchange medium. The volume was 
much larger originally, but most of it had been 
burned up and replaced with interest bearing bonds. 

"We had several hundred millions of National 
Bank Notes, supplemented and succeeded by the 
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notes of the Federal Reserve Banks. Their volume 
very largely depended, not on monetary needs or re- 
qnirements, but on whether the various banks could 
make a profit by their issue. If they could make a 
profit by doing so, they would issue more notes, even 
though the monetary needs would have been better 
conserved by a lesser volume. If they could not 
issue profitably, they would reduce the volume, even 
though the real monetary needs would have been 
conserved by an increased volume. Personal profit 
and not the public weal was the controlling element 
in fixing such volume of currency." 

"On top of these 'cash moneys' we had a moun- 
tain of bank credits built upon a margin of iegal re- 
serve.' This volume of bank credit money or 'dis- 
counts' was subject to the selfish actions of the 
thousands of banks, each acting in such manner as 
would give the greatest financial return to itself, 
without much material regard as to what would be 
the e£Fect upon the popular welfare. In times of 
stress, especially, it was 'every one for himself and 
the measures taken for self-preservaticm would 
often operate against the general welfare." 

"Sometimes those in control of the banks, espe- 
cially those in control of the larger ones, for the 
purpose of forcing legislation or of influencing the 
stock markets, would arbitrarily make great altera- 
tions in their volume of discounts. The little fellows 
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would, to a large degree, follow their lead and as a 
result we would have great alterations in the volume 
of total bank credits, alterations not framed to con- 
serve the general welfare, but solely to help out the 
selfish personal schemes of the instigators. This 




practice was illustrated very forcibly away back in 
1893, when the big bankers desired a repeal of the 
purchasing clause of the Act of 1890, providing for 
the purchase and coinage of silver. Congress not 
being altogether willing to accede to their demands, 
they deliberately precipitated a panic as an 'object 
lesson' of their power and influence. They ruthless- 
ly and without any real justification slaughtered 
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their loans and discounts by hundreds of millions of 
dollars." 

"The 'object lesson' accomplished its immediate 
purpose. Congress was coerced into an acceptance 
of the bankers' demand. The panic was a terrific 
price for the nation to pay for an 'object lesson' but 
it stands as a solemn warning against the nation 
permitting its monetary facilities to be at the mercy 
of any private or corporate powers, no matter how 
honest they may be or how fulsome their preten- 
sions to serve the public welfare." 

"So you can easily see that we always had in- 
fluences at work determining the total volume of 
money mechanism and many of those influences 
were oftentimes directly opposite to the interests of 
the people as a whole. They were secret and under- 
ground influences, difficult to detect and almost im- 
possible to frustrate when they operated in a man- 
ner detrimental to the public welfare." 

"Under our present system the volume of ex- 
change medium is scientifically regulated by public 
authorities, in the full light of publicity, preserving 
a stable value for the general welfare of the whole 
people." 

"Under the former system the welfare of the 
whole people was subordinate to blind chance and 
the selfish interests of individuals, cliques and com- 
binations of financial manipulators who would often 
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derive great profits from their alterations in the ex- 
changeable value of the money medium." 

''In the old days, it was either *a, feast or a fam- 
ine.' Our money value, as expressed in average com- 
modities, was continually going up or down, its 
every material alteration either way causing wide- 
spread and irreparable injury, unsettling all busi- 
ness calculations and destroying the equities of all 
monetary obligations." 

''In those days, business was as much of a gam- 
ble in money, a betting upon what the value of 
money would be, as a question of wealth production 
and distribution." 

"Men would make their business calculations 
carefully and in good faith, but along would come 
those selfish personal and corporate influences which 
would unsettle the relative money volume and 
money value, upsetting all their affairs and often- 
times causing vast injury." 

**We made a very, very wise move when we 
abandoned the old, slip-shod and unscientific method 
and began to regulate, publicly and above-board, 
the volume of money medium in the interests of the 
whole people." 

"Our guiding principle was clear as the noon-day 
sun. It was the maintenance of average prices at a 
permanent stability or equilibrium, neither rising 
nor falling." 
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"By retaining such average stability, business of 
all kinds had a bed-rock foundation to build upon 
and was freed from feverish 'booms' and the panics 
of depression. Business men would make their cal- 
culations, use their best judgment as to whether the 
commodity they were directly interested in would 
move above or below the level of average things, but 
they never had to worry about what the average 
level would probably be.'' 

"Then your money and banking system does not 
try to regulate or fix the value in money of individ- 
ual commodities? For instance, it does not try to 
have wheat so much per bushel, cotton so much per 
pound, or steel so much per ton ?" 

"Oh, no, not at all. By regulation of the volume 
of exchange medium we fix its average value. Its 
value compared to individual items of wealth varies 
as such items vary in comparison with the supply 
and demand of things in general." 

"Exceptional and abnormal conditions often put 
an individual item of wealth out of all proportion to 
the normal or accustomed relation and such item 
would be higher or lower in price than usual." 

"This ability of individual prices to vary, while 
prices as a whole remain stable, is one of the bless- 
ings secured to society by an exchange medium. It 
enables both the benefits and losses of abnormal 
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conditions to be distributed and not confined to the 
comparatively few persons directly interested/' 

"Take our wheat crop for illustration and sup- 
pose that a dollar per bushel is a fair price under 
normal crop and market conditions/' 

"If we have a bad season and crop falls much be- 
low normal quantity, it has the effect of command- 
ing a higher price per bushel, thus enabling the 
farmer to get somewhat near the same money value 
for his crop. He does not have to stand the full ef- 
fect of the crop failure, but the public stands a good 
share of it in the increased price paid for wheat and 
flour." 

"On the other hand, if the crop is extra large and 
market conditions continue normal, wheat will com- 
mand a less price per bushel than usual. The farmer 
may not get very much more money, or purchasing 
power, for his extra large crop than he would for a 
normal crop. The public at large takes a portion of 
the benefits of such large crop in the form of cheap- 
er wheat and flour." 

"Thus, if we but keep the level of average stabil- 
ity, there is a splendid compensating action always 

at work harmonizing and adjusting the individual 

prices, as various articles of commerce respond to 

unusual and abnormal conditions which for the time 

may place them above or below the average level." 
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"Some people would be benefitted by a rise in in- 
dividual prices. Others would be injured by the rise. 
Some people would be benefitted by a fall in individ- 
ual prices. Others would be injured by the fall." 

"Some people would be benefitted by a rise in 
average prices. Others would be injured by the rise. 
Some people would be benefitted by a fall in average 
prices. Others would be injured by the fall." 



"But the whde people cannot be benefitted by 
rising or falling prices. Their interests are abso- 
lutely centered in a stability of average prices, so 

that business calculations and monetary obligations 
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as a whole can be entered into and completed with 
money of the same average purchasing power, even 
though years may be required for the maturity of 
such calculations and obligations." 

"Give to any individual the power of regulating 
the money value to suit his personal selfish interests 
and we would have a striking contrast when com- 
pared with the public needs/' 

"The individual would want anything but a 
stable medium and, if given the power, would never 
have a stable medium. He would have it appreciat- 
ing or depreciating, or alternating in great swings of 
the pendulum. Knowing in advance what was to 
happen and when it was to happen, he could buy 
property and stocks at a low valuation, send them 
up by booming the money volume, sell out at top of 
the market, withdraw the money volume, make 
prices tumble, buy in again at the low market and 
continue the process indefinitely, or until such time 
as he had absorbed all the wealth into his owner- 
ship." 

"While this was going on, some individuals 
might be lucky enough to guess what the real power 
was going to do and apparently be a little ahead for 
the time being, but the other fellow would never 
lose and in the end would get them all.'' 

"Such a vast force for good or evil as is involved 
in the maintenance of the exchange medium should 




not be reposed in any power short of the whole peo- 
ple acting directly through public channels." 

"It is true there is always a possibility that those 
in charge might not always preserve the exact de- 
sired stability, but it was much better to chance 
such possibility than to continue the former sys- 
tem, for under it there was every probability of in- 
stability. In fact, under the former system, instabU- 
ity was a certainty, for those in chief control were 
selfishly interested in making the money medium 
unstable and were not appointed by or responsible 
to the public for their actions." 

"Long and bitter experience taught us that sta- 
bihty could hardly be even hoped for under the form- 
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er method of determination and we felt sure that 
the new method possessed every probability of being 
much better than the old/' 

'Taking this power into our own hands was in 
line with the fundamental spirit of popular govern- 
ment/' 

''The people as a whole suffered the consequences 
of an unstable exchange medium. Knowing they 
would have to pay the penalty, they would be the 
least liable to make mistakes. Any mistakes they 
made could be easily located and rectified." 

"Under the old system it was very difficult to lo- 
cate the errors and fix the degree of responsibility 
among the various factors contributing to such er- 
ror; and even more difficult, if not impossible, to 
have such factors make a proper restitution or adopt 

safeguards to prevent a repetition of the error. The 
same blunders, intentional or otherwise, would be 
made time after time, the people being practically 
helpless to prevent them." 

''In the old days, it was pathetic to see how some 
of the supposed economists would dodge and side- 
step this whole question of a public organization and 
regulation of the exchange medium." 

"Where they did not absolutely refuse to dis- 
cuss it, they usually tried to evade it with some 
statements of opinion about the people in their col- 
lective or representative capacity not having the 
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brains and ability to frame and operate a proper 
system or the honesty and integrity to do so/' 

^hey were so anxious to please, or at least not 
rouse the hostility of those selfish interests who 
were largely in control of the exchange medium, 
that they would be constantly insulting th^r read- 
ers and their audiences by thus decrying th^r abil- 
ity and integrity." 

'It was rather unfortunate and somewhat dis- 
couraging to find men, sometimes imder auspices of 
educational institutions, debasing their calling by 
thus hiding behind an assumed ignorance and dis- 
honesty on the part of the people as a whole, at the 
same time directly inferring that the individuals, 
cliques or combinations then in contrd were para- 
gons of both enlightenment and integrity/' 

''We would have adopted the present system 
many years sooner if those supposed economists had 
used the same time and energy in teaching and dis- 
cussing the money medium from a public viewpoint. 
Their time was worse than wasted by evading the 
subject and thereby throwing dust into the eyes of 
the people, preventing them from clearly grasping 
the idea that the money medium is essentially a 
public affair/' 

"Splendid exceptions were found here and there 
among the economic writers and teachers, men who 
would not be silenced by fear of incurring the dis- 
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favor of 'the powers/ but they were often made the 
victims of relentless persecution and virtual martyr- 
dom/' 

"But I am getting away from the thread of my 
story. The subject is so ramifying that I find it diffi- 
cult to keep from straying off into some of the many 
interesting by-paths/* 

"By this simple plan of adjusting the propor- 
tion of loan to security pledged, we are enabled to 
maintain what you might well call an absolutely 
stable money/' 

"Our administrative forces have this work so 
thoroughly systematized that, in a long series of 
years, you can not find as much fluctuation in the 
average purchasing power of money as you formerly 
would find within the space of a few weeks/' 

"The people in general have become firmly con- 
vinced of the justice and essential wisdom of pre- 
serving a stable money value and each administra- 
tion tries to excel in maintaining such stability." 

"By such regulation, we have produced a stabil- 
ity of money value unparallelled in the world's his- 
tory. Our method of regulation has been copied by 
other leading nations, for they soon awakened to 
the fact that we had a basis of business calculation 
far superior to what we formerly had and that they 
must revise their systems, not only because it was 
better for their domestic affairs, but to prevent 
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them from being under a serious handicap in deal- 
ing with our business interests." 

"We find no fault with them for adopting our 
method, either in whole or part. We are not selfish 
as a people and want other nations and peoples to 
take advantage of all the improvements we can in- 
stall and thereby help them to better standards of 
civilization. We want other nations to progress with 
us, even surpass us, if they can do so in a fair con- 
test of intelligence, industry and resources." 
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CHAPTER VIII. 

Retirement of Old Forms of Currency — ^New Na- 
tional Currency Used Instead — ^Demonetisation And 
Depreciation of Gold — Storasre And Disposal of Gold 
And Silver Bullion — ^Not so Much Worshipped, But 
More Useful — Specific Contracts No Bar to Demone- 
tization — ^Void in Justice, Logic And Law — Passed 
Upon By Supreme Court. 



''What became of the various kinds of cash 
moneys you formerly had as part of the money vol- 
ume?" inquired Mr. Borden. 

"If I understand it correctly, after you had pro- 
vided for the issuing of your National Currency and 
had adopted the new method of regulating the vol- 
ume of loans, there was no real need or necessity for 
continuing the many old forms of money. They were 
superfluous. I suppose you must have retired them 
in some manner." 

"In fact, when I come to think it over, I do not 
recollect having come across any Gold Coin, Gold 
Certificate, Silver Certificate, United States Notes, 
National Bank Notes or Federal Reserve Bank Notes 
since my return home." 
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'Tou seem to use some of the old silver dollars, 
the fractional silver coins and the minor coins just 
about as before, but the only kind of paper notes in 
use seems to be the new National Currency. You 
have such notes in various denominations and they 
are very fine examples of the engravers' art. But 
how did you dispose of the gold coinage and the 
varied kinds of paper money you formerly used ?" 

"Yes, we disposed of them long ago," replied 
Uncle Sam. "I had not intended to speak of them 
until a little farther on, as their passing from use 
was but an incident of minor importance in our pro- 
cess of reorganization. But I suppose we might as 
well take up this phase of the subject now as later 
on. Perhaps it will 'clear the air' a little to explain 
what we did with them before passing on to the 
more important part of our work." 

"At the time when we provided for our new Na- 
tional Currency and ceased depending upon a 'legal 
reserve' margin in fixing our loan volume, we closed 
the mints to the free coinage of gdd. We retired 
the gold certificates and melted down our gold coins 
into bullion. For the time being we stored the bul- 
lion away in the Treasury vaults." 

"It was an easy matter to retire the certificates 
and remelt the coins, for at the time our banks and 
Treasury had in their possession practically the en- 
tire volume of both coin and certificates." 
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"It was provided that deposits in our banks could 
be made in any of the forms of money, but that 
cash withdrawals could only be made in the form of 
our National Currency Notes or in the fractional 
and minor coins." 



"The few gold certificates outstanding: were 
speedily brought in by a provision that after a stat- 
ed period they would cease to have any Icgtd stand- 
ing as money." 
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''We used about the same method in dealing with 
the silver certificates and the bulk of the silver dol- 
lars. You will recollect we had on hand several 
times as many silver dollars as the peoide would use. 
The most of them were represented bjr certificates, 
the actual coins being piled up in our Treasury 
vaults/* 

''We kept some of the silver dollars in use for the 
accoramodati<Ni of those who liked a metal dollar 
better than a paper (me. We canceUed the silver cer- 
tificates^ melted the surplus volume of silver dollars 
into bullion, and, for the time being, we kept the sil- 
ver bullion piled up in our Treasury vaults^ along 
with the gold bullion/' 

"We certainly had what was considered a great 
'treasure chest' at that time, but I will speak more 
about it later on/' 

"We continued the fractional silver and minor 
coins practicaUy as before, keeping plenty on hand 
to provide for the small monetary usages that such 
coins are employed in/' 

"We also cancelled and destroyed the vdume of 
United States Notes then existing. We had them 
practically all on hand in our own vaults, except such 
as were lost or destoyed. We helped along the retire- 
ment of the scattering outstanding notes by provid- 
ing that after a certain time, they, too, woold cease 
to have any legal standing as money. It took a very 
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short time to secure all that were in any way ob- 
tainable, as the people naturally turned in all they 
had before they became demonetized*'' 

^The retirement of the gold certificates, sflver 
certificates and United States Notes, as well as the 
gold and silver coins, did not inTolTe the expenditore 
of any of the public revenue and, when completed, 
we had on hand a large commodity asset in the form 
of gidd and silver bulUcm.'' 

''We retired the National Bank Notes and Fed- 
eral Reserve Bank Notes by requiring the banks to 
return them to us and we gave back the securities 
we held as a guarantee for the notes. It was a rather 
simple bookkeeping process between the banks and 
the government, somewhat similar to the plan form- 
erly used by the banks when they wanted to reduce 
the volume of their circulating notes/' 

''We exchanged the securities for the notes and 
then cancelled the notes. We did not restrict the 
banks to returning the notes of their individual 
banks, but we permitted them to send in the notes 
issued by any bank. All we required was for them 
to send in a volume equivalent to what had been is- 
sued upon their security, putting them back in the 
same position ^s if we had never required or per- 
mitted them to take out any circulating notes." 

''We had a two-fold purpose in permitting banks 
to send back circulating notes issued by any bank." 
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"In the first place it would have been very diffi- 
cult and probably impossible for any bank to have 
gathered up the full amount of circulating notes 
that had been issued to it. In most cases, notes 
would have been lost or destroyed and there was also 
a danger that 'sharks' would get hold of some of 
their notes and force banks to pay a high premium 
for them." 

"In the second place, it appeared to us, inasmuch 
as many of the notes never could be recovered, that 
the people as a whole should become the beneficiary 
of such condition, and not the individual banks." 

"When it came to balancing up such adjustment, 
the public treasury was richer by many millions, for 
it was impossible for the thanks to find near the total 
volume of such notes to present for cancellation. 
We required the banks to pay the difference in the 
form of our own National Currency." 

"The government for a while, held such volume 
of National Currency as a trust fund to redeem be- 
lated notes, but eventually the whole matter was 
closed by fixing a stated time after which such notes 
would be demonetized. Much of the fund was never 
drawn upon and was turned into the general treas- 
ury as a revenue." 

"As the gold coins, excess of silver coins, gold 
and silver certificates. United States Notes, National 
Bank Notes and Federal Reserve Bank Notes were 
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being retired, the National Currency, provided 
through our own banks, automatically came into 
use as a 'cash money' to take the place of such por- 
tion of the former moneys as had been acting as 
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hand to hand circulation among the people. They 
would withdraw or keep in cash form such portion 
of the volume of loans and deposits as was needed 
for a convenient cash circulation." 

"What happened when you stopped the free coin- 
age of gold, melted up the gold coins and discarded it 
as money ?" inquired Mr. Borden. "Did it not result 
in your bank notes depreciating somewhat as com- 
pared with gold bullion of the same weight and fine- 
ness as the gold coins had contained?'' 

"From your explanations, as well as by reading 
the printed matter on one of your bank notes, I fully 
understand there is not a particle of provision for 
any guarantee or redemption in gold or any other 
specific article. I am rather curious to see how you 
prevented your notes from depreciating somewhat, 
for it was generally taught by our financiers, in the 
old days at least, that notes could not retain their 
gold value unless they were specifically redeemable 
in gold.*' 

"Well," resumed Uncle Sam," somewhat to the 
surprise of the more credulous, who had been gulp- 
ing down as vital truth almost any absurdity put 
forward by the financial interests, the ^erack of 
doom' was not sounded by our discardment of gold." 

"It was entirely possible and the best economic 
writers and teachers, even in former years, admitted 
its possibility, for notes to retain a value equal to or 
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above gold valae without any provision for redemp- 
tion in gold. They did not often follow such teaching 
to its logical conclusion, for that would have been 
financial 'heresy' in those days and would probably 
have resulted in commensurate punishment by the 
financial powers. But they did put themselves on 
record as saying that the value of notes could be 
kept up by proper limitation of volume, without any 
specific provision for metallic redemption." 

"But we were not much concerned in keeping 
our notes equal in value to a specific quantity of 
gold. In fact, that was one of the very things we 
were trying to avoid when we established our new 
method of regulating the volume of money." 

"We were adopting a means of securing a money 
of stable value and a fixed quantity of gold never 
had anything like a stable value. If we had attempt- 
ed to drag the exchange value of our money medium 
up and down as the exchange value of gold rose and 
fell, we would have defeated our own purpose." 

"A$ a matter of history, in the period preceding 
our abolition of gold, average prices had been stead- 
ily rising, as expressed in gold. Gold was depreciat- 
ing in exchange value and was not a stable money 
medium." 

"When we stopped the coinage and use of 
gold, the effect was to cheapen the exchange value 
of gold still further as compared with average 
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things. Our action lessened the demand upon the 
volume of gold produced and it depreciated a little 
more, if my recollection is correct. As I said, we 
were not much interested at that time, or since, in 
what became of gold, for all our money affairs were 
carried on in the new money medium, which re- 
mained stable and did not follow gold on its down- 
ward pathway." 

"Then, instead of your new money going to a dis- 
count, it was really gold that fell ?" 

"Yes, that is correct," replied Uncle Sam. "Com- 
pared with the general average of things, our money 
remained at par, while the value of gold depre- 
ciated." 

"As expressed in gold, and due to our lessened 
demand upon the production of gold, average prices 
continued to rise in all nations that maintained their 
money medium at an equivalence with gold." 

"Our affairs went ahead upon our own stable 
basis, while other nations found their troubles were 
increasing, as the volume of gold which had annually 
been used in our coinage presented itself at their 
mints and helped to dilute and depreciate the value 
of their money medium still further." 

"Their troubles along that line continued to 
accumulate until they also took measures to check 
the coinage and use of gold and stop such harmful 
depreciation of their exchange medium." 
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"Had we felt so inclined at the time, we could 
have caused great confusion, if not actual disaster, 
in every nation that had what they called a metallic 
basis for money." 

"You will remember that we melted up our gold 
and silver coinage and kept it, for the time being, 
stored up as bullion in our vaults. We had hundreds 
of millions of dollars' worth thus piled up." 



"Although it was an asset to us, it was rather 
difficult to realize upon. In fairness to the other na- 
tions and in justice to our own affairs to the extent 
that they were dependent upon the conditions in 
other nations, we could not wisely dump the whole 
mass on the market as a commodity, for it would 

10 
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have found its way at once into the money volume of 
other nations and perhaps have worked much injury 
before they could take adequate measure to prevent 
such influx, or neutralize its effect by a radical re- 
duction in their other forms of money medium." 

"Our own affairs would not have been directly 
affected, but, if it had had the effect of upsetting* 
the affairs of other nations, it would have made a 
harmful indirect effect upon us more than sufficient 
to offset the amount we had received from the sale 
of the bullion." 

''So we thought it best to keep the bullion 
on hand until such time as other nations got their 
systems adjusted so that the bullion could be mar- 
keted as a commodity without disaster or injury to 
their money systems." 

''As other nations took the necessary precau- 
tions we disposed of the bullion and it was marketed 
as a commodity. Some of our people thought we 
were just a little over-anxious to protect the other 
nations, but taking all the circumstances into con- 
sideration, I think we were amply justified in not 
throwing such great volume of gold and silver on 
the market, when it was not prepared to take care 
of it." 

''Such condition was only a proof that other na- 
tions» for their own salvati<m, ought to frame th&r 
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exchange systems so that actions of ours would not 
materiaOy affect them.^ 

''During such period of storage, those piles of 
bullion were about the most useless objects of 
wealth that the mind could imagine. There they 
were, stored away in our vaults, tier upon tier, rep- 
resenting endless labor, misery and hardship in their 
production, but not doing a single blessed thing to 
justify the sacrifices they had entailed/' 

"In this respect, however, while we had central- 
ized the storage places, the gold and silver were 

hardly less useless than they had been in former 
years, for in a civilized state it is a clear economic 
waste and extravagance to use such scarce and use- 
ful materials as gold and silver in the exchange 
medium." 

"Once in a while, we would unlock the great 
doors of the vaults, sweep out the accumulation of 
dust and cobwebs, and solemnly go through the pro- 
cess of weighing and checking up the junk, to be 
sure that the rats had not eaten any of it.'' 

"Our guides and watchmen got a deal of amuse- 
ment in taking visitors down to the bullion vaults, 
for some of them were so awe-struck and impressed 
they could hardly speak in their vicinity." 

"Figuratively speaking, I often felt like kicking 
them right off the premises and telling them to go to 
work, but we had raised them as loafers to be hid- 
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den away and have their work done by representa- 
tives or substitutes, and we had to pay the penalty 
of a little further delay caused by the 'weaning off" 
process." 

"As they became deprived of the artificial value 
which we had helped to place upon them by our 
monetary uses, they resumed their natural place in 
the list of commodities. They were not toadied to or 
worshipped as they had been before, but they were 
a great deal more nsef oL" 
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''Being less in relative value than they had been, 
they were more easily obtained and at a less sacri- 
fice of other things and it became possible for peo- 
ple to use them more widely in the various arts for 

which they are well adapted/' 

''That is a very interesting and logical explana- 
tion so far as it goes/' interrupted Mr. Borden, "but 
it is still not clear to me how you could do away with 
the metal currency, especially the gold coins, at that 
time/' 

"What did you do about the great quantities of 
bonds and other monetary obligations then out- 
standing which were expressly 'payable in gold coin 
of present weight and fineness?' How could you do 
away with gold coins until after the maturity of all 
such obligations? You surely did not permit or 
sanction a repudiation of those obligations?" 

"No, we never permitted a dollar of those obli- 
gations to be repudiated as monetary obligations, 
but we did not recognize or accept them as gold ob- 
ligations. We rightly held that, insofar as they at- 
tempted to specify gold, they were absolutely null 
and void." 

"We held that the people could make contracts 
payable in gold if they so desired, or they could 
make contracts payable in money, but they could not 
make contracts payable in gold money. We held 
that all contracts so worded should be construed as 
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money contracts and payable in such money as the 
people, in their sovereign capacity, would provide. 
We held that money obligations, from their very 
nature and purpose, were payable in the legal money 
current at date of payment.'' 

''The whole idea of 'gold coin contracts' was an 
absurdity, an attempt to negative the supreme pow- 
er of the people over the money medium, an attempt 
to dictate the course of legislation and chain our ex- 
change medium to one of the relics of bygone bar- 
ter days." 

"Many of those contracts would not mature for 
generations and to have accepted them as binding 
would simply have meant that the people had, in 
large measure, lost or abandoned their power over 
the money medium. If the contracts had been up- 
held as valid, we would have been under obligations 
to continue the gold coinage indefinitely, so as to 
provide a means for the payment of the obligations 
at their maturity." 

"A test case was taken to our Supreme Court, 
which took a common-sense view of the situation 
and decided that Congress, as the supreme law-mak- 
ing power of the nation, had complete jurisdiction 
over our money; that, in the exercise of its sovereign 
powers, it might deem it advisable to make changes 
in its issue or regulations; that every monetary ob- 
ligation was necessarily entered into subject and 



1910—1940 151 

subordinate to any changes that might be made; 

that the equities of monetary obligations required 
all money obligations to be predicated upon such 
possible changes; that any supposed specific con- 
tract was in contravention of the sovereign power of 
Congress; that the legal money current at time of 
payment was the money of the contract; that no 
person could, by any specific clause, contract him- 
self outside of the right to pay or the right to re- 
ceive payment in the legal money current at date 
of payment; and that no perscm could make a con- 
tract that would prevent or limit Congress in the 
exercise of its Constitutional duties, as it should 
from time to time determine," 

'That decision was in line with the underlying 
principles and functions of a money medium and it 
clearly established, as a matter of law as well as 
sound economics, that all money contracts were pay- 
able in our National Currency which was made a full 
legal tender." 

''Due to the fact that gold, for some years prior 
to that time, had been depredating, there was not 
much opposition to that decision." 

"Many of those 'specific' obligations had been en- 
tered into many years previously, when gold was 
appreciating. The creditor interests, who, at that 
time thought they were playing very safe and 
shrewd in having obligations so drawn, had become 
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somewhat alarmed aa the changing of gold to a de- 
predating scale began to jeopardize their holdings. 
They were almost as anxious to get away from ac- 
cepting in gold when it was going doy/m as they had 
been to have the contracts written in terms of gold 
when gold was going np/' 

''The case I mentioned was taken to the Supreme 
Court by a creditor, who objected to payment in the 
new money and who held to a fulfillment of what he 
called the 'strict letter of the contract/ but there 
was another case taken into the court for decision, 
which clearly showed that the specific clause, if 
held binding, would be a two-edged sword in its ef- 
fect/' 

"A certain man was on the debtor end of a con- 
siderable amount of those 'gold coin contracts' and 
he not only held that he had the right to pay 'in gold 
coin of present weight and fineness' but that he had 
a right to insist that such gold coins be issued under 
free coinage conditions, such as existed when he en- 
tered into the obligations/' 

"He held that he had run a risk of the gold ap- 
preciating and had a perfect right to take advantage 
of the depreciation of gold and pay his obligations 
in gold coins, even though such gold coins did not 
have one-tenth the real value or purchasing power 
that gold coins had at the time of entering upon the 
obligations/' 
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"The Court set aaide his case also and ruled that 
it was identical in principle with the other, — -that he 
could not prevent Congress from taking such actions 
as it deemed best in the exercise of its powers from 
time to time." 
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"We did not have very much trouble or wrang- 
ling along those lines, for the debtor interests could 
not give any reasonable excuse for wanting to pay in 
a depreciating money and the creditor interests in 
general were very glad to escape tender of payment 
in a depreciating money. Had the adjustment taken 
place in one of the former periods when gold was ap- 
preciating, I suppose the creditor interests would 
have bitterly opposed payment in anything but the 
appreciating money and would have probably ex- 
hausted every effort to convince the debtors that it 
would be highly dishonorable to pay in anything 
but the appreciating money." 

"On the whole, g(dd and silver passed from use 
as money without any regrets or misgivings, but 
rather with thankfulness that they were succeeded 
by a money medium of permanent slubility and htm- 
esty, robbing neither the debtor nor the creditor, 
but preserving intact the equities of monetary ob- 
ligations." 
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CHAPTER IX. 

Definite Security Back of All Money — ^Unse- 
cured Currency a Dangerous Proposition — Much ot 
Old Currency Was of That Nature — Old Fallacy of 
Trying to Divide Money Into Standard Money And 
Currency — Of Help to Private Interests Seeking 
Control — Check Books Preferred to Bills or Coins. 
Necessary to Have Available Debit and Credit In- 
struments Balance — Money Reform Question Often 
Dwarfed By Its Friends. 



"At the time when you retired the old forms of 
notes and coins and made the circulating notes all 
come into existence through loans created and main- 
tained by your public banks, why did you not take 
advantage of the situation and, on your own faith 
and credit, replace the old moneys with a like volume 
of notes, issued direct, without having to go through 
your public banks and without necessity for any 
definite hypothecation of wealth to secure the 
amount ?" 

''Why did you not consider at least such portion 
of the money medium as a sort of National credit or 
asset and 'float' it, without requiring the creation of 
a like volume of debt obligations, such as would be 
required by the methods used in creating money by 
means of loans through your banking system?'' 
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"Why did you not consider such volume as being 
all profit and utilize it in payment of public expendi- 
tures, thus relieving the people of that much taxa- 
tion? Of course, I can see how you could not keep 
up such process of Vfting yourself over the fence by 
the bootstraps' indefinitely, but it would appear as if 
you could have done so for the initial issue and to the 
extent of the then existing volume of the old forms 
of money. I am rather curious to know why you did 
not accept the opportunity to make such profit for 
the public in general/' 

"That was a very puzzling situation to many of 
our people at that time," replied Uncle Sam, "and 
some of them were rather inclined to criticise our 
actions when we 'passed up' what looked like a very 
good opportunity to ^get something for nothing/ but 
our reasons for so doing were well and solidly 
founded/' 

"Fundamentally speaking, money is a function 
and not a material thing. Its existence presupposes 
both a debit and a credit obligation, a liability and 
an asset, in balance with each other." 

"The question you ask would imply that it was 
not only possible but advisable to create a portion of 
the money medium and have it stand as a sort of 
surplus asset, without a corresponding volume of 
liability obligation." 
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''In dire extremity, there may seem to be much 
justification for a nation to 'float' or force an un- 
secured currency, but, as a scientific proposition, 
dealing with the creation or maintaining of a money 
medium when no such dire extremity exists, it has 
no more standing than an individual who would at- 
tempt to float his obligations in excess of his re- 
sources for repayment.'' 

'It is true that such 'kiting' could be carried on 
by the government to some extent under almost any 
condition of affairs, and under extraordinary cir- 
cumstanceSy such as those involving the very exist- 
ence of the nation and when every other revenue 
resource had been exhausted, might well be re- 
sorted to to a very large extent. The life of the na- 
tion might be saved by such additional 'revenue' at 
a supremely critical point, but it would be a hazard- 
ous proceeding, even under the most favorable cir- 
.cumstances." 

"If we view the money volume as one that might 
afford a refuge to a nation in case of extreme emer- 
gency, then it stands to reason that we ought to 
keep such volume, under normal conditions, entirely 
free of such forced or unsecured currency. Other- 
wise the extreme emergency might arise and the na- 
tion be without power to handle it, owing to the 
money volume being already filled by unsecured cur- 
rency." 
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''In essence it is just as faulty for the govern- 
ment, for its own fiscal affairs, to issue unsecured 
paper as it is for individuals to issue or float securi- 
ties upon property which they do not own or which 
may not be in existence. The government, in a sense, 
would be about in the same situation as the skillful 
person who was really insolvent but who might be 
able for a long time to conceal his insolvent condition 
from the public at large." 

"In past years, even when there was no sem- 
blance of national peril, our exchange medium was 
always more or less infected with the fallacy that it 
was not necessary to have debit obligations to offset 
the credit instruments which money became when it 
was put into circulation. Our entire volume of gold 
and silver coinage reflected that error and so also 
did the United States Notes." 

"As people realized that such money stood as 
credit instruments, without counterbalancing debit 
obligations attaching to their issue, as they realized 
that such money was but a part of the money me- 
dium in use, they were led into thinking that there 
were necessarily two kinds of money medium, essen- 
tially differing in nature and function.'' 

"This false belief had always been . encouraged 
by those who wanted to get control of the money 
medium, who wanted to make a profit by furnishing 
the supply or by manipulating the volume." 
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"Finding that the people would not wUIfolly and 
knowingly part with the sovereign power of issuing 
money, they endeavored to inculcate the belief 
that there were two vitally differing kinds of money 
medium needed, the so-called standard, or primary 
money, which the government should issue, and the 
currency and credits, which they would supply." 

"It is needless to remind you that the volume of 
currency or credits was many times the volume 
of the supposed standard, or primary money, and 
the difference was the measure of success with 
which private interests had been able to usurp a 
public futtctimi." 
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'The retirement of the gold coinage, surplus sil- 
ver dollars and the varied kinds of paper money 
formerly used and the confining of circulating 'cash 
money' to the notes of our own National Currency, 
in addition to doing away with a lot of transient and 
external confusions, brought about an almost per- 
fect adjustment of the issuing and circulating of 
notes with the fundamental theory of their true 
nature and function/' 

''Both in theory and in practice, our National 
Currency became identical and interchangeable with 
our bank credit money. It made no difference in re- 
sults whether the holder of any given portion of the 
medium would withdraw and use it in the form of 
cash notes or leave it in the bank as deposits and 
check it around to others." 

"The relative and changing proportions in which 
the cash notes and bank credits were employed, did 
not alter or affect the exchangeable value of the 
medium, as the total volume in use was not dis- 
turbed by such alterations." 

"Exclusive of the silver dollars, fractional silver 
and minor coins, which we regulated from time, as 
needed, by purchase and coinage of the required 
materials and upon which the government retained 
all the profit or seigniorage, the only way in which 
circulating cash could come into existence was 
through the loaning department of our banks." 
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"Our entire volume of loans, whether in the form 
of notes or deposits, thus became a pure 'asset cur- 
rency' and the borrower, or any subsequent holders 
of loans, had the option of using such currency as a 
bank deposit or in the form of circulating notes." 

'The deposits in the bank would be less than the 
loans, to the extent that people would prefer to use 
the notes instead of their check books. This is a 
matter of little moment to our operations and de- 
pends upon a variety of changing circumstances, 
conditions and personal preferences." 

^In our experience, but comparatively few of the 
notes have been used, or are likely to be used, as the 
people much prefer to pay by check, except for the 
smaller transactions, which do not require any large 
volume of notes. You could truthfully say that our 
volume of deposits has been the approximate equiva- 
lent of the volume of loans." 

"The deposit volume cannot rise above the loan 
volume, which places a maximum limit to the de- 
posits." 

"Every dollar of money medium in use, whether 
in the form of coins, notes, bank deposits or bond 
obligations, is a credit instrument purporting to pro- 
tect and guarantee the holder in his right to a re- 
turn of actual wealth." 

^^Standing thus as a representative of wealth 
11 
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and acting as a medium for tlie interclianging of 
wealtli, it is obvious tliat tlie wealtli tliey represent 
should be in existence and back of the instrument 
itself." 

''In a proper sense, all exchange mediums are 
both debit and credit instruments, appearing as a 
debit to one side of every business transaction and 
as a credit to the other side. All exchange is really 
but an interchange of the debits and credits, a con- 
tinuous round of offsetting and balancing." 

"From a purely theoretical point of view, every 
particle of our exchange process could be carried on 
by bookkeeping, transferring the debits and credits 
back and forth from one person to another in end- 
less procession, without requiring the use of a single 
coin, bill or other tangible form of money." 

''As the process is one of exchanging debits and 
credits, it naturally follows that the volume of debit 
and credit instruments employed should balance, or 
the process will not be carried on smoothly and har- 
moniously." 

"If the people, as a whole, at any given time, 
hold more credit than debit instruments, or more 
debit than credit instruments, the regular flow and 
interchange of such instruments is interfered with 
to the extent of the difference in their volume." 

"All this may, at first, appear to you as being 
rather immaterial and hair-splitting, but I assure 
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you that it is a matter of real practical importance, 
for in past years a very large portion of our money 
and financial troubles have arisen from the fact that 
the necessity for keeping debits and credits 'in bal- 
ance' has been very largely overlooked and ignored." 

"At one extreme, we had those who thought it 
unnecessary to have any hypothecation of property 
or wealth of any kind to bring an exchange medium 
into existence. They thought it only necessary for 
a power like the government to print notes and scat- 
ter them abroad *on faith' and they would properly 
perform all the money functions. A good portion of 
our money medium was wholly or in part of such 
'faith' composition. From the standpoint of the 
general public, such notes were really a debit with- 
out any balancing credit." 

"At the other extreme, we had individuals and 
corporations putting out great quantities of their 
debit instruments, also on 'faith,' and which they 
thought, or at least pretended, would properly per- 
form the money functions. From the standpoint of 

the general public, such instruments were a credit 
without any balancing debit." 

"There were no definite connecting links between 
the volumes of debit and credit mechanism created 
and, as a consequence, they varied widely." 

^^It is important to keep constantly in mind that 
the quantity of debit and credit instruments should 
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be in balance and that the creation of every vtdiime 
of debit or credit instruments should, at the same 
time, create a like volume of credit or deMt instru- 
ments which will be the natural and legitimate re- 
dempticm at date of maturity/' 

"In our banking system today we have this per- 
fect balance of debit and credit volume. Every debit 
or credit has its balance of credit or debit as they 
are issued, exchanged or cancelled/' 

"Many of those who believed *that the govern- 
ment should issue the mcmey' failed to grasp the full 
import of such position and limited their viewpoint 
and discussion to so small a compass that the gen- 
eral public was not much interested/' 

"They compromised the strength of their posi- 
tion by accepting or tolerating a division of the ex- 
change medium into what appeared as two funda- 
mentally different classifications, by confining their 
demand to the smallest portion, and by apparently 
admitting, tacitly if not directly, that the larger 
part of the money medium was of a nature not 
proper for the government to issue or regulate/' 

"The people could not be much enthused over the 
idea of the government issuing the money so long 
as it appeared to carry with it an admission that 
there was no hope or prospect of the government is- 
suing the ten or twenty times larger volume of other 
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exchange medium which the people had to use in 
their exchanges." 

"Had all who believed 'the government should 
issue the money' clearly grasi>ed the vast extent and 
import of such demand when logically carried out, 
they would far more quickly have caught 
and spread the grand truth that all money medium, 
as a matter of principle, should be issued and regu- 
lated by the government, and, as a matter of prac- 
tice, that it was entirely feasible and advisable for 
the government to issue and regulate the vast bulk 
of its volume." 
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CHAPTER X. 

Vast Volume of Money Medium — Much Larg^er 
Than Some Suppose — Includes Much More Than 
Bills And Coins — Bonds And Mortgragres as Part of 
Money Medium — Power to Issue Bonds is But Power 
to Issue Money — Necessity to Extend Public Money 
System — Extension Logrical And Simplifying — ^In 
Harmony With the Powers Granted to Congress By 
the Constitution. 



''Speaking about the volume of money medium 
reminds me that the leaflet gives your Public Banks 
an approximate business of sixty billions of dollars," 
said Mr. Borden. 

"In your recital of the growth of your banking 
system, you carried it to the point where all other 
banking institutions had been limited to the lending 
of their own capital stock." 

"But after thus taking possession of the banking 
field, your aggregate volume of business was only 
about fifteen billions of dollars. How did it became 
increased to the vast sum of sixty billions? Surely 
the people do not require four times as much money 
medium now as then? I suppose the population 
now, being larger, would require a little larger vol- 
ume of money medium, but surely not to the extent 
of four times the former volume?" 
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"No, we have not quadrupled our volume of 
money medium, although four times fifteen are six- 
ty," replied Uncle Sam. 

"The explanation of this apparent contradiction 
of terms is found in the fact that the former total 
volume of money medium was not fifteen billions^ 
nor even fifteen billions plus that volume still left to 
be provided by the other banking institutions, but 
a very much larger simi, not less than twice the 
amount then represented in the bank totals." 

"At first sight it may seem to be a little puzzling 
to you, or even an impossibility, but there was more 
of the volume of money medium being furnished by 
other means than by our banks and the other banks 
combined." 

"At that period of our development, we had 
hardly gone one-half of the distance to our destina- 
tion, which was to take charge of the entire vcdume 
of exchange medium needed, or as complete charge 
as varied conditions would permit." 

"What's that !" exclaimed Mr. Borden. "Do I get 
your meaning aright? Do you mean that after you 
had developed your system to the fifteen billion dol- 
lar stature, it was still hardly half big enough to pro- 
vide the money medium that was then in use ? This 
is surprising to me. I had no idea there was any 
such volume as that in use. I at least thought the 
volume of all the banks would certainly be the equiv- 
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alent of the entire volume in use. But in what form 
was the additional volume and how did it come into 
existence and how was its v6lume regulated?'' 

''As a first step in such explanation, suppose you 
turn your mind back to considering the situation as 
it was before our Public Banks were established/' 
said Uncle Sam. "Do you remember what borrow- 
ers had to put up as security before their loans were 
granted through the other banks ?" 

"Oh, yes, I do, in a general way," replied Mr. 
Borden. "I don't recall the various proportions of 
each, but part of the loans were granted upon notes 
with one, two or more endorsements, some on stock 
collaterals of various kinds, some on bonds and 
mortgages, etc." 

"Exactly so, and I want to call your special at- 
tention to the last items you mention, 'bonds and 
mortgages/ which are really one and the same 
thing." 

"I suppose you have often realized that while the 
bond and mortgage items included as security for 
banks loans at that time might total several bil- 
lions, perhaps half or more of the total bank loans, 
they were still but the smaller part of the total 
bond and mortgage indebtedness outstanding?" 

"Yes, that was perfectly apparent," replied Mr. 
Borden. "The total amount of bonds and mortgages 
outstanding must have been at least four or five 
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times as much as what the banks held as security 
for their loans. The other and larger portion was 
held as investment by individuals and by various 
kinds of organizations and associations." 

"And did it ever occur to you that bonds held by 
individuals and associations were acting in a mtme- 
tary capacity just as certainly as those that were 
standing as security for the loans of the bank?" 



"I never thought of them in just that light, but 
the idea seems to be rather interesting and fraught 
with great possibilities," replied Mr. Borden. "If 
such a view can be established as a fact it will great- 
ly increase my understanding of the wide scope and 
extent of the money medium." 
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"In every material sense those bonds and mort- 
gages were a part of the money medium just as cer- 
tainly as any other portion of it," resumed Uncle 
Sam, "and to explain it clearly, let us make a little 
illustration of what we might call a good bond issue 
under the old system." 

"A manufacturing concern had properties valued 
at one million dollars and desired to make extensions 
that would cost a half -million more. It had bonds 
printed or engraved to the amount of the half -mil- 
lion. The security for such bonds was their existing 
property and also the new additions as they were 
made. Proper arrangements were made to guar- 
antee that the proceeds of the bonds would actually 
be used in the proposed new additions and not wast- 
ed or stolen." 

"All of the preliminary arrangements being at- 
tended to, the bond issue was placed upon the market 
for disposal. Let us assume that the market condi- 
tion was such as resulted in the bond issue being 
taken up one-third by banks who had surplus funds, 
one-third by individual purchasers and one-third 
by organizations and associations." 

"The banks in payment for their portion would 
have given the manufacturing concern a credit upon 
their books of corresponding amount. The amount 
would then be checked out to various persons as the 
work of construction was carried forward. In the 
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vast majority of instances, it became redeposited in 
the banks and transferred indefinitely, until the 
maturity of the bonds, when the manufacturing: 
concern would redeem the bonds by tendering their 
own checks/ 

"The purchase of the bonds by the banks, or the 
loans they made upon the bond security, did not af- 
fect the total of their deposits. They had the same 
total at the beginning, the middle and the end of the 
process. What was affected was the total volume of 
loans and a transfer of deposits to other persons. 
The volume of exchange medium in use was in- 
creased by the exact amount of the loans made upon 
the bonds." 

"Now let us see what was happening while the 
balance of the bonds were being taken up by private 
individuals and associations of various kinds." 

"With the exception of a trifling amount that 
might have been paid for with cash moneys that had 
been kept in secret hoarding places, the bonds were 
bought and paid for in bank deposits. That is, the 
private individuals and associations, who had surplus 
'deposits in bank' would, as payment, check over 
those deposits to the manufacturing concern." 

"The manufacturing concern would check out 
the amount to various persons to be redeposited in- 
definitely, or until the maturity of the bonds, when 
they would become cancelled by checks upon the 
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banks. The deposits in the banks were the same at 
the l)eginning, the middle and the end ol the pro- 
cess. So far as the banks were concerned, there had 
been no change, except in the ownership of the de- 
posits." 

"But there had been an increase in the interest- 
bearing instruments outstanding. The individuals 
and associations had used the banks as a means of 
putting credit in motion, and it had the exact effect 
as if those individnals and associations had each the 
power of patting out a line of loans and discounts' 
jDst the same as the banks." 
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"Practically, those individuals and associations, 
by purchasing the bonds instead of retaining the de- 
posits, had 'coined money/ By transferring their 
deposits to the credit of the other parties, who start- 
ed them upon their rounds, they had issued an addi- 
tional volume of circulating medium, without re- 
quiring the banks to increase or decrease their loans 
a dollar, for they held the same deposits either way." 

''In its effect upon the volume of actual circu- 
lating medium it was much as if the banks had been 
permitted to take up the entire issue by giving the 
manufacturing concern a credit upon their books 
equal to the entire issue, with a surplus deposit base 
of only one-third the amount." 

"From the standpoint of the manufacturing con- 
cern, it was much the same as if it had taken the 
bonds to the government authorities and received 
circulating notes for them. The 'proceeds,' in the 
shape of checking accounts, were 'money' to it just 
as surely as any circulating notes would have been. 
In fact, it would probably have preferred the check- 
ing accounts to any form of circulating notes. Such 
proceeds were used for monetary purposes and for 
no other purpose. In short, they were money, in one 
of its modern forms." 

"At first, you may find some difficulty in clearly 
grasping the idea that bonds and mortgages are but 
a form of money and nothing else. Your vision will 
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be clouded by the remnants of the old barter idea 
that money is limited to metals, or at least metals 
plus circulating bills." 

"As you reflect over the subject, however, you 
will realize that business* men and business usages 
do not make any vital distinction between the vari- 
ous forms of exchange medium. They put coins, 
bills, bank loans and bond proceeds aU in the same 
category, use them interchangeably and for the 
same purposes. If various things can and do per- 
form the same kind of work, if people become so 
accustomed to their interchangeable use that they 
cease to even think of any distinctions as they use 
them day by day, those things must be essentially 
alike in function instead of different." 

"You may find it comparatively easy to agree 
that the needed coins, circulating notes and the 
former volume of bank credits, should be issued 
direct to the people, without the intervention of pri- 
vate banking institutions, but unless you go still 
farther, you will find yourself in a rather puzzling 
situation, at least it was so in my experience." 

"For, after you have supplied borrowers with the 
amount represented by the coins, notes and bank 
credits, you will find other borrowers with equally 
good security asking you to supply them also, and 
not compel them to borrow from private sources. 
Or, if you have loaned but a very small ratio to se- 
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curity, so that all borrowers would get a portion of 
your public service, you will find your borrowers 
still compelled to depend upon private loans to a very 
large extent. You will find them insisting that you 
supply a volume sufficient for all their legitimate 
needs and you will seek in vain for any good reascm 
for not providing it. Every argument that upholds 
your action in furnishing a part of the volume wUl 
be equally powerful in the demand that you supply 
it all, or as near the total volume as conditions will 
permit/' 

"The borrowers will establish that it would be 
disastrous to attempt to run business upon the lim- 
ited money medium volume provided by such half- 
way public measures, and that the people would still 
have to depend very largely upon private sources in 
order to secure the volume that is in actual and ef- 
fective use." 

"The borrowers will admit that it was good so 
far as it went, but that you |eft them in a rather 
peculiar plight, like the two persons who had their 
choice of taking a large blanket one-half good and 
the other half very inferior, or two small blankets, 
one good and the other bad. If they choose the 
large blanket, both had to suffer in part from the 
poor section of it, while if they chose the smaller 
blankets, one had ample and satisfactory covering 
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while the other would have to be content with very 
inferior covering." 

"If the development of the money medium had 
not proceeded beyond that point, it would have 
been an improvement over former conditions of less 
public nature, but it would still have left you some- 
what in the position of the man who tried to 
sprinkle a rather large garden with a small can of 
water. The water would be good, but not in suffi- 
cient quantities to produce the desired effects. Or 
it would be like an irrigating system with a water 
supply equal to but a part of the demands placed 
upon it." 

''As you come to realize the essential same- 
ness of function of all forms of the money medium, 
you will clearly grasp why it should all be issued and 
regulated publicly. Instead of viewing it as a private 
matter, to be interfered with as little as possible by 
the public, you will recognize it as a thoroughly pub- 
lic matter, to be interfered with as little as possible 
by private interests/' 

"With such recognition, not only will there come 
an appreciation of the great magnitude of the money 
volume in actual use and a corresponding apprecia- 
tion of the duties and obligations placed upon our 
government by the apparently simple requirement 
of the Constitution, ^to coin money, regulate the 
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value thereof,' but you will find the whole subject 
opming up in )(^cal and orderiy sequence." 

"SpeakinET of the Constitution reminds me that 
in former years there was more or less difference of 
opinion among the people as to just what the Con- 
stitution did provide for along the lines of money 
medium. One of its provisions was to prohibit the 
various States from making anything but gold and 
silver a legal tender. Hence, it was inferred by many 
that such provision indirectly limited the national 
government to gold and silver, although there was 
no direct provision making anything a legal tender. 
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or requiring national or state coinage of either gold 
or silver." 

"The provisions were very loosely worded, per- 
haps purposely to dodge or avoid giving definite ex- 
pression for fear that it might have precipitated a 
wrangle upon the lines dividing national and state 
activities. The court decisions have generally been 
along the lines that Congress was given a 'general 
power' to provide the money medium, just the same 
as it is given power to provide an army and a navy." 

Had Congress attempted to confine its army and 
navy, the postal system and its many other activi- 
ties, to the scope and methods in vogue at the time 
of the framing of the Constitution, we would cut a 
very small figure in the world's progress and it is 
a very reasonable construction that Congress has 
ample powers, under the Constitution, to develop its 
money medium along the most modem and improved 
lines, just as it does its other activities." 

"But I find myself getting away from our sub- 
ject. As I said before, it is hard to keep down to a 
recital of our progress, as there are so many tempta- 
tions to discuss the reasons for such progress, or 
why it had been so long delayed." 



1910—1940 181 



CHAPTER XI. 

Investingr of Bank Deposits in Bonds And Mort- 
gages Essential Under Old System — ^Unnecessary 
Under New System — Private Influences Could Upset 
Affairs at Any Time — People Should Have Right to 
Store Money if Desired — Extension of Public Loans. 
Former Bond And Mortgage Money Sought Produc- 
tive Channels — No Inflation Caused By Changing of 
Methods. 



<<1 



'Under the old system, private individuals and 
associations had vast power to affect the volume of 
circulating medium by buying bonds freely or by re- 
fusing to do so, and their actions were determined 
by their real or fancied belief that the bond issue 
in question would, in itself, be a good or profitable 
investment." 

"An individual bond issue was seldom, if ever, 
considered as being but part of a much larger ag- 
gregate of money medium, the various parts of 
which must be rather stringently regulated in order 
to secure the very stability of value which in turn 
would so largely decide the success or failure of the 
individual bond issues." 

^^Under the old system it was as imperative for 
the depositors to re-invest in bonds and mortgages 
as it was for the banks to make their loans. For the 
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people to have allowed their deposits to remain in- 
tacty or until such time as they desired to use them 
in the supplying of their personal needs, would have 
tremendously restricted the volume of circulating 
medium that has been employed and have prevented 
the development of the national and individual well- 
being." 

"The regular operations of industry of all kinds 
was in large degree dependent upon the ability to 
increase the volume of exchange medium by a regu- 
lar flow of bank deposits to bonds and mortgages. 
In fact, the work could not have taken place in the 
absence of the volume of exchange medium that was 
secured by such process." 

"Anything that served to prevent, interrupt or 
stimulate the flow of bond and mortgage issues was 
to that extent a regulation of the volume and work- 
ing of the exchange medium." 

"At times private interests would exercise 
great power in determining bond and mortgage is- 
sues. They would make it appear as if everjrthing 
was bound to boom and people would buy bonds free- 
ly, perhaps greedily. At other times, they would 
make it appear as if everything was on the slump, 
'nothing safe,' and the people would refuse to invest 
as usual, which would make a slump, even if the 
prior conditions had not been of sufficient weight to 
do so." 
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"Through some or many of the various channels 
that could be and were used, selfish private interests, 
to further their own ends, would make the individual 
depositors feel they were entirely safe in investing, 
that they could realize in full upon their bonds at 
any time; or they would make them so timid that 
they kept their deposits intact, or bought nothing 
but the most 'gilt-edged' of bonds, as the only way to 
be sure that they would have funds on hand to meet 
their personal expenditures from time to time." 

"A *buir or 'bear' raid upon the public by great 
financial powers, acting through a forced contrac- 
tion or inflation of bank loans, though very import- 
ant in itself, would often cause a much larger dis- 
turbance by the manner in which it influenced de- 
positors to buy or refuse to buy bonds and mort- 
gages/' 

"There was always a large measure of absurdity 
and grotesqueness in the operation of the old sys- 
tem, for its success hinged so largely upon the 
probabilities of people doing things which were 
purely optional and which they were not under any 
compulsion to do." 

"To illustrate. — Suppose a man had produced a 
bushel of potatoes more than he needed for imme- 
diate use, but for which he would have use during 
the following winter. Instead of keeping the potatoes 
in his cellar, he elected to sell them to another for a 
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certain sum of money, say one dollar, which was 
mutually agreed upon." 

"People will readily admit that he had a natural 
right to keep the potatoes until such time as he de- 
sired to eat them, but it would also appear as if he 
had just as much right to take that money and store 
it away in his own private safety place until such 
time as his need for potatoes would call it forth." 
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"We might think he was foolish and perhaps he 
would be, for he might not have a very secure place 
to keep it in. But it would be hard to discover any 
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reasons why he should be prohibited from so doing 
if he felt like taking the risks/' 

"But the old banking system practically said to 
the man that he must not keep the dollar in his 
pocket or elsewhere, but must deposit it in the bank. 
The bankers could not plead safety or a desire to se- 
cure the man from losing his money as their justifi- 
cation for insisting that he bank it, for their real 
reason for so doing lay in the fact that they wanted 
and must have his ddlar as a deposit, so that it 
could be worked into a loan to others by the bank." 

"But the old system did not even stop at that 
point. After the man had deposited the dollar and 
the banks had made a loan upon the strength of hav- 
ing the dollar as a deposit, its normal operations re- 
quired that the man must invest his deposit in bonds 
or mortgages. The system became very much de- 
ranged if he balked or refused to comply." 

"Is it any wonder that we had financial panics 
and flurries, booms and depressions, in the old days, 
when overnight selfish individuals could precipitate 
conditions that would speedily result in vast reduc- 
tions or vast increases in the volume of bonds and 
mortgages, without the people having power to 
check such process or neutralize the effect that 
would be produced by such changes?" 

"Being firmly convinced of the wisdom of the 
course we were pursuing, when we had reached the 




stature of fifteen billions in our bank operations, we 
kept right ahead and took actions to further in- 
crease the volume of money medium issued and put 
in operation through our bank and correspondingly 
reduce the amount that was still being provided by 
private individuals and associations." 

"The demand upon our bank for loans was still 
large. Great numbers of borrowers, with equal se- 
curity, were anxious to refund or transfer their 
loans to our banks and get the advantage of our 
three and one-half per cent loaning rate. All they 
needed was an opportunity to do so." 
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'Due to the fact that we had only worked our vol- 
ume of business up to about fifteen billions out of a 
total available field of forty or forty-five billions, we 
had been compelled to restrict our loans to a rather 
limited ratio of the security." 

"We began to increase gradually the ratio of loan 
to security. The borrowers began to refund or trans- 
fer their loans to our banks. People became clear 
of indebtedness to the former bond and mortgage 
holders and became indebted to our banks instead. 
Our bank became the great holder of bonds and 
mortgages." 

"It did not take long to accomplish such transfer 
of indebtedness. The credits or funds for such ex- 
tension of our loans was provided by our new system 
and did not depend upon deposits. The deposits of 
our banks grew rapidly, but were really a result of 
making the new loans and not the cause or means of 
making them." 

"As the former holders of the bonds and mort- 
gages thus became paid off with our new volume of 
money medium provided by the additional loans of 
our banks, they found the bond and mortgage field 
becoming closed to them by our lower rate competi- 
tion." 

"They had to either purchase property and go 
into direct productive industry, deposit their funds 
in our banks at two and one-half per cent interest, 
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or store it away in their private safety places. You 
will readily see why none would accept the latter 
alternative, so it resolved itself into a question as 
to whether they would become actual investors in 
industry or depositors in our bank." 



"If they bought property and went into active 
industry, they would have lessened both the ability 
and the need for others to borrow quite so freely. If 
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they choose to put their funds in the bank, as in- 
active deposits, other people would have continued 
to do the borrowing.'* 

''The equilibrium would not be disturbed either 
way and it was a matter for each of the former bond 
and mortgage holders to decide whether to be satis- 
fied with two and one-half per cent return on depos- 
its in bank, get busy and try to make a larger return 
by productive industry, or to combine the two in 
some degree." 

As a matter of experience some of the former 
bond and mortgage holders did one thing and some 
did another. The real lazy drones kept their hold- 
ings as deposits, although they grumbled a good 
deal at having to accept less rake-off in interest 
than what the bonds and mortgages formerly netted 
them.'' 

'Thus we gradually, yet speedily came into pos- 
session and regulation of the great bulk of the entire 
money medium in use, and the borrowing public was 
rejoicing at having been able to secure their m<mey 
service at a three and one-half percent rate instead 
of the former higher rates." 

"At that time, the volume of money medium 
represented in the totals of our bank, was approx- 
imately forty or forty-five billions of dollars. Since 
then the regular growth and development of the 
country has brought the volume up to the present 
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total of sixty billions. The other banking institu- 
tions then had about ten or twelve billions of dollars 
in volume, which has since been increased to the 
present total of fifteen billions." 

'Then when it was summed up, your banking op- 
erations had really been more in the nature of doing 
away with a dependence upon private and corporate 
bond and mortgage money than a matter of taking 
over the kind of loans the other banks had been 
making?'' questioned Mr. Borden. 

"Oh, yes, very much so," replied Uncle Sam. "So 
far as the volume is concerned, I don't think we 
took over half of the loans the other banks had been 
making, for they were, in large part, not of a kind 
that was feasible for us to handle. Even while we 
were developing our volume up to the fifteen billion 
size, much of that volume was not derived from a 
transferring of loans from the former banks, but 
was the result of replacement and refunding of bond 
and mortgages held by private interests, just as 
later on we replaced the larger volume of the bond 
and mortgage indebtedness." 

"Our volume of forty billions at the time when 
we had completed the establishment of the money 
service upon a real public basis of issue and regula- 
tion, or its present volume of sixty billions, is not 
in any sense an inflation of volume/' 

"It is simply the same volume that would have 
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been created and maintained through the combined 
public and private channels under the old system. 
Or, rather it is the volume that would have been 
required under the old system to maintain its pres- 
ent value. It is impossible to even make a guess 
at what volume the old system would have produced 
at this time. It was so uncertain that it might have 
been very much larger or very much smaller." 

"At last we had fulfilled the Constitutional obli- 
gation to ^coin money, regulate the value thereof.' 
We were coining it in the form best adapted to mod- 
ern conditions of industry aiid commerce. We were 
regulating its volume so that a stability of value, or 
average purchasing power, would be maintained in- 
definitely." 

"But we were not altogether through with our 
program to make our money service of greatest pos- 
sible usefulness to the people in general. We had 
made a good start, but one of the most important 
objections to the old system had only been partially 
removed and it yet remained for us to complete such 
removal." 
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CHAPTER XII. 

Money Service Cheapened — Interest Upon Bank 
Deposits Abolished — ^Interest Upon Loans Reduced. 
Practically Costless — Effect of Interest Illustrated. 
A Drain Upon Production — Interest Upon Money in 
past Years Due to Inability to Secure a Public Ser- 
vice — Relief Possible Only By Public Supply at Cost 
of Service. 



"I notice by the leaflet that the deposits in your 
banks at the present time do not bear any interest 
and that the loans only bear a charge of two per- 
cent. How and when did you reduce those rates 
from the two and one-half percent for deposits and 
three and one-half percent for loans ? And why did 
you make such reductions?" inquired Mr. Borden. 

"Your former actions in reducing the interest 
rates upon loans to three and one-half per cent must 
certainly have had a very favorable effect upon the 
popular welfare, but to continue such reduction 
down to two per cent must have doubled the benefit 
to the borrowing public." 

"In reality, the benefits must be still larger, for 
it seems that you now have a clear profit of approx- 
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imately nine hundred millions of dollars annually 
upon the sixty billions of loans at a two per cent 
rate. This profit alone is equal to one and one-half 
per cent upon the volume of loans, and since it is a 
public revenue, it really reduces the net interest rate 
to one-half of one per cent. As the one-half per 
cent is used in the actual expense of running the 
system, you might say that your loans do not entail 
any real interest charge/' 

"Since your public banks provide for sixty bil- 
lions out of a total volume of seventy-five billions of 
loans outstanding at present, or four-fifths of the 
total volume, your two per cent loan rate, with all 
profits going into the public treasury, means that 
you have entirely abolished interest in four-fifths of 
the money medium and your actions have served to 
reduce the rate in the one-fifth of the volume where 
interest is still collected." 

"Why, Uncle Sam, viewing the volume as an 
entirety, your money service must be practically 
costless at the present time. This is indeed a re- 
markable condition of affairs." 

"That was the phase of the subject that I was 
just about to explain," said Uncle Sam. 

"Yes, our money service today is practically 
costless and, while our people now accept it as a 
matter of fact condition, I suppose it may seem to 
you to be quite remarkable, especially in contrast 
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with what it was years ago, when interest charges 
and rates entered so widely into every kind of busi- 
ness calculation and activity." 

"But perhaps the most remarkable thing about 
the situation was the ease and simplicity with which 
such change was brought about." 

"Let us take up the first of your questions — ^that 
referring to the time and manner by which we re- 
duced the interest rates upon deposits from two and 
one-half per cent to nothing, and the interest rate 
upon loans from three and one-half per cent to two 
per cent. It will not take very long to outline how 
we effected the same and we will then be in better 
shape to discuss our reasons for making such reduc- 
tions and the results brought about by them." 

"We started work upon such reductions immed- 
iately after coming into possession of the issue and 
control of the money medium as I have previously 
sketched it, — ^that is, at the point where the vol- 
ume of business in our banks was equal to about 
forty or forty-five billions." 

"We did not plan or expect to attain the full 
measure of such reductions at once, but mapped it 
out so as to be reached by gradual stages covering 
quite a period of time." 

"This delay was to enable the depositors to have 
time to investigate prospective investments, should 
they decide that they could not afford to hold non- 
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productive deposits. We were not so much con- 
cerned about individual depositors, but we had at 
that time many organizations and associations of 
more or less public character that were in large 
measure dependent upon the two and one-hatf per 
cent income they were receiving on their deposits. 
We did not deem it fair or wise to upset their plans 
and force them into immediate investments, which, 
on account of such haste, might not be as wisely de- 
termined as they would be if enabled to make them 
gradually." 

"So far as the loans were concerned, we could 
have made the entire reduction at one sweep, but, 
unless we could do away with the interest upon the 
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deposits at the same time, our banking operations 
would have resulted in a large deficit, which would 
have had to be met by taxation. This would not 
have been justified and, to avoid such deficit, we 
could not reduce the rate upon loans except as we 
reduced the rate upon deposits." 

''Our first move was to reduce both loan and de- 
posit rate one-half per cent. We followed this up 
later on with other reductions of one-half per cent 
each. Our loan rate we stopped at two per cent, but 
we kept reducing the rate paid on deposits until 
finally we did not pay anything for them.'' 

"As we reduced the rates, part of the former de- 
positors, not desirous of entering active industry, 
continued to keep their deposits intact as savings. 
Others went into the market and purchased prop- 
erty from persons who thought they were circum- 
stanced to take things easy for a while. Others 
sought new lines of industry and invested in devel- 
opment work that has been of vast benefit to us." 

"It was an adjustment satisfactory to all parties 

concerned, each getting what to him would be the 
more advantageous disposition of his resources. We 
have this same process of changing resources from 
active to inactive form, or from inactive to active 
form, constantly taking place, as the age, health 
and other human conditions have their relative ebb 
and flow." 
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'The deposits in the banks remained intact as 
before, although there was a change in the own- 
ership of some portions of it, as depositors became 
property owners and property owners became de- 
positors." 

"The volume of loans remained intact, for the 
new owners of the property had need for a money 
medium just the same as the former holders of the 
property." 

"In fact, the readjustment caused somewhat of 
an increase in both loans and deposits. This arose 
from new lines of industrial activity that were open- 
ed up and developed. Such additional industrial ac- 
tivity and development required a larger volume of 
money medium to carry it onward. This additional 
volume came into existence through loans and be- 
came deposits in the same manner as other loans 
had become deposits." 

"When thoroughly analyzed, the successive steps 
by which we have practically abolished interest ap- 
pear very simple. We made it possible for bor- 
rowers to get their money service direct, at cost, and 
thereby not only made it unnecessary for borrowers 
to depend upon private money holdings, but made it 
impossible for private holders of money to draw the 
accustomed interest upon their holdings.'' 

"To illustrate the situation: Suppose a com- 
munity of people with but one well of water to sup- 
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ply their immediate needs and for the irrigation of 
the soil upon which they were dependent for their 
living. That one well is owned by a private in- 
dividual who charges them six cents per barrel for 
all the water they take away from his well. It costs 
him one-half cent per barrel to draw the water, so 
he makes a clear profit of five and one-half cents per 
barrel. He lives without labor and enjoys the 
choicest products of the community by reascm of the 
fact that he controls the water supply. By every 
direct and indirect means he instills the belief that 
there is no other supply of water attainable. By 
such methods and from the settled habit of always 
going to his well for their water and paying six 
cents per barrel for it, the community becomes so ac- 
customed to the practice that it accepts the estab- 
lished order as perfectly right and proper, not to be 
overthrown or materially altered." 

''But, after awhile, it became apparent to the 
general run of the people that something was not al- 
together fair. They could see that the well-owner, 
his children and their descendants forever would be 
living in idleness and upon the proceeds of their 
daily toil. They began to inquire closely into the 
reasons for such condition and found that it was due 
to the fact that the well was a monopoly and that 
five and one-half cents out of every six cents paid 
to its owner was clear profit." 
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"But the other fellow owned the well. His fath- 
er and grandfather had owned it before him. His 
chain of title 6eemed to be perfect and no one felt 
that they would be justified in confiscating his prop- 
erty. Neither could they altogether bring them- 
selves to the point of saying that he must supply 
their water for one-half cent per barrel, just what it 
cost to draw the water from the well. Each of them 
contended that he had the right to sell or exchange 
his own property as best he could, get as much as 
possible for it, and he could hardly see a way clear 
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to denying the owner of the well the same privi- 
lege/' 

"In some manner, one of the members of the 
community, who had been thinking rather hard upon 
the peculiar situation, which apparently doomed 
them to be servants and slaves of the well-owner, hit 
upon the idea that perhaps there was more water in 
the neighborhood and that if it was possible to find 
and tap a new supply, the owner of the well would 
be deprived of his unjust position of dominance." 

"The matter was put before the other members 
of the community, who hoped it would prove suc- 
cessful. A meeting was held and organization effect- 
ed. It was agreed that each would share in the 
work of digging a new well and that, in the event 
of striking a supply of water, it should be distribut- 
ed to all alike at the actual cost of drawing it/' 

"The owner of the other well fought and stormed 
against the proposal, branded them as idiots, an- 
archists, etc., but the digging of the well proceeded." 

"Water was struck in abundance for all, if right- 
ly handled. There was great rejoicing throughout 
the entire community, except in the quarters of the 
owner of the other well/' 

"The people placed their own operator in charge 
and, from that time onward, their water supply was 
on a costless basis. They did not pay tribute for it." 

"The other fellow still had his well, but he had 
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no customers. He could draw the water, but he then 
had to devote his energy to putting it to use before 
he could get a return for it. He had to become a 
wealth producer instead of remaining a wealth ab- 
sorber." 

"Under the old banking system, our dependence 
upon borrowing deposits to provide us with an ex- 
change medium was very much similar to the pre- 
dicament of the community that depended upon the 
privately owned well. The people had to pay the 
toll demanded by the depositors and be subject to all 
the variations of the volume they would provide." 

^^We provided our own money medium by tapping 
the supply direct and without a collection of toll or 
profit, and the advantages to the people by so doing 
are quite clearly in evidence." 

"How do you account for the failures to abolish 
interest in past stages of history?" asked Mr. Bor- 
den. "From reading history, it is apparent that in- 
terest-taking has always been more or less under a 
stigma or disfavor and there have been many ef- 
forts to abolish it. How do you account for its con- 
tinuing so long before its power was overcome and 
the people freed from its grip?" 

"In answer to your questions, suppose we refer 
back to our illustration of the well," replied Uncle 
Sam. "Suppose that you had been the owner of the 
well, and the other members of the community had 
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called upon you and said they knew the well was 
your property, that you would be protected in its 
ownership, but that you should give the water free 
or not charge more than actual net cost for it. What 
would you have done under such circumstances?" 

"Well, to be honest about it," replied Mr. Borden, 
^^I think I would have recognized that my ^soft 
snap* was in jeopardy and I would have prepared to 
fight for its retention. . I would probably have put a 
lock on the well and told them to do without water 
until such time as they were willing to pay the rate. 
It would have been a very much one-sided proposi- 
tion and could only have one ending and that would 
be their surrender and return to the regular order. 
I suppose that a good many of them would come 
around after dark and pay me perhaps a still higher 
price for a little of the water. In the end I would 
be the victor^ because I had the water and they must 
get it from me." 

"That is exactly the reason why so many past at- 
tempts to abolish interest proved such flat failures," 
said Uncle Sam. 'They Tailed because they did not 
provide an alternative supply of money service. 
The people could do nothing without an exchange 
medium and as those who had money holdings, or 
savings, possessed what was considered to be the 
only supply obtainable, all they had to do was to *sit 
tight,' wait a little and the people would be very 
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glad to resume their borrowings from them and at 
the regular rates. To do withoat the mmey serv- 
ice was worse than paying the toll and every law 
that tried to reduce interest, by mandate alone, was 
foredoomed to disaster, for the people would find 
coantless methods to circumvent it." 

"All our actions for the reduction or abolition of 
interest were based upon the ability to substitute a 
better and more efficient money medium than what 
we had depended upon in former years. We replaced 
the old and antiquated with the new and more mod- 
em. The old system passed from us, not in re- 
sponse to mandate or force, bat because it could not 
successfully compete with the new methods, just as 
any piece of labor-saving machinery has displaced 
the more crude methods of past years." 
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CHAPTER XIII. 

Great Benefits Prom Abolition of Interest — In- 
terest Paying Habit Created a Sort of Prejudice in 
Its Favor — Public Gradually Realized That it Was 
An Un- Earned Increment — Cut Off at Its Source. 
Welfare of People Advanced — Interest Opposed to 
Natural Processes — Money Medium a Boon to In- 
dividuals — They Would Degenerate and Perish in 
Its Absence. 



''As the interest rates upon both loans and de- 
posits were being reduced, until the rate upon loans 
had reached two per cent and interest upon depos- 
its had ceased entirely, the people began to realize 
in fullest measure the fundamental nature of the 
change that had taken place and of its wide-sweep- 
ing bearing upon their welfare." 

"From the standpoint of the borrowers, who are 
really the mainsprings of industrial activity, they 
had been enabled to get their money service at cost. 
Their operating expenses were correspondingly re- 
duced. Their net incomes were proportionately 
raised, for they did not have to set aside the custo- 
mary amount as interest charges. They came that 
much closer to reaping the entire results of their 
labors." 
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"I hardly think it would need any argument to 
prove that a reduction or abolition of interest would 
be a good thing for borrowers, provided, of course, 
that it did not lessen the efficiency of the money 
service," said Mr. Borden. 

"From their point of view it would be a question 
of how to secure such end. The advantages to them 
of a lower rate would be so obvious that it is un- 
necessary to waste time in elaboration." 

"And I can easily see that, if the borrowers could 
contrive or invent some plan by which they secured 
the service at a lower rate, or even without payment 
of any interest, they would not need to go into 
mourning over the fact that those who had been col- 
lecting high rates of interest might find themselves 
unable to get borrowers except at a lower rate, or 
even find themselves unable to lend their money at 
any rate." 

"In my own experiences as a borrower, I always 
felt perfectly justified in borrowing where I could 
get it the cheapest. I never felt that I was robbing 
a man who held his holdings for eight or ten per 
cent when I passed him by and dealt with a person 
that was satisfied with five or six per cent return.^' 

"Yes, quite true," resumed Uncle Sam. "But do 
you know it was rather difficult for some people to 
realize that the question was one that could be 
viewed or discussed from the standpoint of the bor- 
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SIMPLE ARITHMETIC 
EXAMPLE- A 

SMITH PRODUCES 100 

MONEY SERVICE TRKES |0 
SMITH HAS FOR HIMSELF 90 



EXAMPLE- B 

SMITH PRODUCES /OO 
MONEY SERVICE COSTLESS O 

SMITH MRS FOR HIMSELF 100 



\ WHICH IS BEST FOR SMITH ? 



rowers' inherent right to seek for ways and means 
to provide their own service, at the least possible 
cost, without being compelled to pay an interest toll 
to others?" 

"The habit or practice of paying and collecting 
interest had been so long existing, and so closely 
interwoven in affairs of every description, that 
many people had come to consider those in posses- 
sion of moneyed holdings, or savings, as being there- 
by entitled to a return upon them. They had come 
to consider that the wealth producers were under 
some obligations to pay tribute to such holdings." 

"A man might own a farm, but his deed of own- 
14 



210 UNCLE SAM, BANKER 

ership did not carry with it any feeling among his 
neighbors that they ought to carry over a portion 
of their product each year and make him a present 
of it. They would rightly feel and say that he should 
plow and cultivate his fields or stand the consequence 
of his inactivity. But the very minute the lazy old 
hulk would sell his farm to an industrious person and 
put his sale proceeds in money form, many of the \ 

people would feel that they were under some obliga- 
tions to provide an annual return to him." 

''From being so long compelled, in the absence of 
a public service, to go to private sources for their 
supply of money service, and finding that they were 
not only compelled to pay an interest toll for the use 
of such service, but that it was better to stand the 
toll than do without a money service, they had come 
to regard a money service from private holdings as 
a natural and indispensable condition, endowed ¥n[th 
a sort of 'divine right' to exact pa3rment from its 



use/* 



"This feeling for a while hindered the installa- 
tion of our present costless service, because to many 
it appeared as if it would involve doing an injustice 
to those who had been furnishing the supply of 
money medium." 

"This hesitancy disappeared as the people more 
and more fully realized that the owners of moneyed 
holdings held their wealth in such form because they 
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preferred not to risk the troubles and worries at- 
tached to the ownership and management of the ac- 
tual wealth and that it was voluntary on their part." 

"The borrowing public, as a whole, saw the ab- 
surdity of any permanent cantribution of toll to 
those who would deliberately and of their own voli- 
tion drop out of productive industry." 

"Those who were in actual possession of the 
great wealth productive forces of the nation, those 
who did the real brain and muscle work, realized that 
they were acting wisely in getting rid of the dead 
weight they had been carrying." 

"As a whole, the net wages of the industrious 
rose in the exact proportion that the channels of in- 
dustry became freed of the vast drain that had been 
made upon it by interest charges." 

"Employers could afford to pay and employees 
could force better wages, for, under the old system, 
interest charges had to be paid from the product be- 
fore either employer or employee could share." 

"Governmental sub-divisions of every kind were 
enabled to do away with the annual payment of 
large sums of interest and taxation was either re- 
duced or extra benefits secured by the same volume 
of taxes." 

"Quasi-public corporations of every kind were 
enabled to 'plug up' one of their big leaks and the 
people secured their services at reduced prices or se- 
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cured more and better service for the same charges." 
"In almost endless ways, we could follow up and 
establish the benefits accruing to borrowers from 
the abolition of Interest, for every line of industry, 
large and small, was so honey-combed with the ne- 
cessity to pay toll for their exchange medium that 
not a single article was exempt from paying some 
portion of the tribute." 

"From the standpoint of those who had been col- 
lecting the toil of interest, the situation also became 
very much altered. It was the other side of the pic- 
ture." 
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'^They found their stream of un-earned incre- 
ment cut off at its source/' 

''Some had large holdings of bonds, mortgages 
and deposits in the banks while others had but small 
holdings, but all found out that those holdings would 
no longer automatically increase without effort or 
industry on their part." 

"They could no longer 'eat their cake and still 
have it.' They could no longer live upon the interest 
of their holdings, leaving the principal intact, but 
found that they must either keep on as producers 
or eat up their savings." 

"Every person then realized that when he ex- 
changed his property for money holdings he did 
not thereby acquire any right to have returned to 
him any more wealth than he had parted with. 
Every person then realized that the increase of 
wealth, due to industry and application, was to re- 
main with and be enjoyed by those who worked and 
not even in part by those who deliberately shirked 
doing their share of such productive labors." 

"The interest gatherer was unhorsed. He was 
soon made to understand that he must pull his share 
of the load, as justice and fairness dictated. He was 
made to realize that if he elected to keep out of in- 
dustry, and eat up his savings, that the time would 
come when his necessities would again force him 
into the ranks of the industrious and useful." 
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"The owner of money holdings was made to un- 
derstand that he would be amply protected by hav- 
ing the money medium kept at a stability of value, 
so he could get back from time to time just as much 
of average goods as he had parted with in making 
the money accumulations." 

"The abolition of interest upset most of the 
plans that had been laid, and which were in too 
large degree carried forward, looking to the creation 
of a moneyed aristocracy that could live indefinitely 
upon interest collections and forever keep the mass 
of the people in a greater or lesser degree of servil- 
ity and dependence." 

"The abolition of interest worked mighty changes 
in the relations of man to man and they began to 
see more clearly that the real advancement of the 
individual was not inconsistent with the welfare of 
the general public and that the best interests of botk 
worked in almost perfect harmony." 

"Under the lure of the interest fallacy, the desire 
to 'get something for nothing/ people were often- 
times demoralized and seemed to lose sight of the 
fact that wealth required production. They sought 
to get rich by pure speculation, fair or foul, without 
contributing one iota to the sum total of human en- 
deavor required to increase real wealth." 

"I suppose it must have always been apparent 
that increased industry and efficiency alone could 
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make an increase of total wealth and that it would 
be impossible for all persons to be benefited by in- 
terest collections. But it took a rather long time to 
convince all the people that it was an exceedingly 
dangerous proposition to tolerate a practice which, 
in the very nature of its operation, could not be of 
benefit to aU/' 

^It was a sort of gigantic lottery in which the 
losers vastly out-numbered the winners, but wherein 
all pursued the 'will o' the wisp' in the hope that they 
might be the lucky ones." 

"The people got a clearer idea of their interde- 
pendence, of the folly of trying to 'get something 
for nothing,' when they realized that industry as a 
matter of right was entitled, to the full measure of 
its production, that as a matter of public p<dicy it 
was very advisable to protect it in such right and 
that the collection of interest charges was <me of the 
methods by which such right was subverted and de- 
nied/' 

''When interest collections were cut off, it had the 
effect of transforming many drones into useful ac- 
tive members of society, thus getting rid of much 
social quarreling and disputing as to who should 
stand the major portion of the burden of feeding and 
caring for them." 

"In the final analysis, the taking .of interest, the 
reaping without sowing, involves a physical impos- 
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sibility and is a direct negation of natural pro- 
cesses/' 

''Every form of man-made wealth is subject to 
deterioration from the moment of its completion. 
The most substantial structures of the most imper- 
ishable materials that can be found or manufactured 
are aU subject to various natural forces that work 
for their destruction and decay. Left to themselves, 
some will withstand the ruthless ravages of Nature 
longer than others, but sooner or later all must ac- 
knowledge their defeat/' 

''Constant and unremitting labor is required to 
prevent or delay the forces of Nature in their work 
of destruction. Without such continued expenditure 
of labor all the productions of labor become unfit for 
use by mankind." 

"It may require years for some things to be- 
come seriously impaired. For others, months, days 
and even hours, may work a total loss. " 

"A few things may improve by a little brief de- 
lay, but they, too, soon pass into and become a part 
of the endless stream of man-made wealth that pours 
steadily onward to the oceans of unfitness and de- 
cay/' 

"Without constant labor and attention, our cities 
would crumble into ruins, our railroads, highways 
and navigable waterways would be but a memory; 
the various domestic fowls and animals would speed- 
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ily degenerate into useleasness; the grains, vege- 
tables, fruits, nuts and the soil itself would revert 
to primitive forms totally unfit for human needs." 



"If the articles of real wealth are subject to such 
inevitable destruction, is it not ridiculous to imagine 
that the money medium, which acts as a sort of rep- 
resentative of such wealth and is designed to facili- 
tate the mutual exchanges of such wealth, should be 
given any power of automatic increasement?" 

"It would seem more in harmony with fundamen- 
tal conditions if the money medium was made to 
decrease in value in the same ratio that average 
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things will depreciate when left uncared for by 
man." 

"Society, by the institution of money, not only 
enables individuals to work at greater efficiency but 
it gives them a power to satisfy future needs and 
desires to a degree that is vastly beyond the power 
of an individual to attain, no matter how great his 
present productive powers. Through the money me- 
dium, the individual is enabled to get the necessities 
and luxuries of life at a time when he may be to- 
tally unable to produce and when every particle of 
wealth that he has actually produced shall have 
passed from all its usefulness/' 

"Society, by the institution of money, gives in- 
dividuals a priceless boon when it enables them to 
produce wealth, put it in non-destructive form, and 
then have the full equivalent of all they produced 
handed back to them at a future time, as their needs 
requires." 

"Society, by the institution of money, in making 
return in full of all that the individuals had former- 
ly relinquished, has in reality stood good for all the 
losses of depreciation and has performed all the la- 
bor of upkeep that has been required and which, in 
the absence of an exchange medium, must have 
been borne by the individual and which would prob- 
ably have crushed him in the years of his least pro- 
ductive powers." 
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''So we don't feel that we have been in any sense 
unjust in the course we have pursued in our aboli- 
tion of interest. We feel that we have simply been 
carrying forward the general policy outlined in the 
Constitution, 'to form a more perfect Union, estab- 
lish Justice, insure domestic Tranquilty, provide for 
the common Defense, promote the general Welfare, 
and secure the Blessings of Liberty to ourselves and 
our Posterity.' " 
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CHAPTER XIV. 

Wide Distribution of Interest Partly Palliative. 
Vastness of Interest Collections — ^Terrible Effect if 
Centralized — Interest Collection Encouraged Idle- 
ness And Extravagance — ^Undermined Industry. 
Forced Division of People Into Classes — Injury Aris- 
ing From Interest Aggravated By Frugality of Re- 
cipients. 



''I have been absorbed in your discussion of the 
baneful effects of interest and of the necessity for 
abolishing it/' said Mr. Borden. 

"But is it not true that the evils were largely 
imaginary, or offset by other circumstances ? To be 
specific, were not the logical results of interest frus- 
trated, or at least alleviated, by the fact that much 
of the interest was collected in various ways by the 
same persons that were paying it? Was it not a 
sort of cancellation, at least to a very large extent?' 

"Undoubtedly so," replied Uncle Sam. "A very 
large portion of the interest collected went back to 
borrowers and debtors in general, in some measure 
offsetting the injury they had sustained by its col- 
lection." 
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'"Every person has what you might call a set of 
debtor interests and a set of creditor interests and 
they are so closely interwoven that it would be hard 
to schedule them. The very poorest have some cred- 
itor interests through which they receive back a 
portion of what they have paid through debtor in- 
terests. The richest have some debtor interests 
through which they must pay back a part of what 
they have received through their creditor inter- 
ests." 

"It would really be quite difficult to make a divis- 
ion of the people into debtor and creditor classes, for 
it is a hard matter to determine the line of division, 
to fix the point where debtor interests would out- 
weigh the creditor interests, or vice versa. We can 
recognize the extremes quite easily, but there is a 
large 'twilight zone' that is very hard to classify." 

"Were every person enabled to collect, as inter- 
est, the same amount they have to pay as inter- 
est, the one would counterbalance the other and they 
would be in much the same position as if they neith- 
er paid nor collected interest." 

"In former years, it was the aim of many to 
encourage habits of thrift and saving among the 

masses of the people, for the expressed purpose of 
getting a wide distribution of moneyed holdings 
among the people. The large holders were some- 
times discriminated against in favor of the smaller 
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holders. These actions were usually based on the 
supposition that interest collecting was unavoidable 
and the only way to escape its power was to have 
all share in its collection." 




UNCLE^SA/A- WHAT «RE YOU DOING,ME/V? 
MEN-**TRYINGTO MRKE THIS END 6ALRNCE THE OTHER. 
UNCLE SflM-"YOU WILL FIND IT BETTER TO DUMP 

THIS OFF .• 



CZUU %4 



"It was certain that the whole people could not 
collect more than they paid. It was also certain 
that if a comparatively few would get immensely 
large moneyed holdings that they would collect 
much more than an equal share and that the balance 
of the people must be content with a much lesser 
share to divide." 
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'The moneyed holdings of individuals varied 

widely, running from abject poverty to the most 
fabulous riches. They were not always distributed 
according to the real worth or merit of their holders, 
sometimes the exact reverse." 

"Interest, the power to levy tribute through mon- 
eyed accumulations especially when those accumu- 
lations encompass a vast range of variation, regard- 
less of how honestly or dishonestly those accumu- 
lations had been made, was one of the most potent 
factors that helped to divide the people into hostile 
forces whose selfish interests were in conflict with 
each other." 

"The very existence of a millionaire or a multi- 
millionaire who, solely by reason of his ownership 
of moneyed holdings and through his power to col- 
lect an interest thereon, could command the entire 
services and products of scores, hundreds and even 
thousands of his f ellowmen, was in itself proof that 
the average return, or possible return, had been 
greatly altered and to the disadvantage of his fel- 
lowmen. He could only get more than he could use 

or should have by their getting less than they could 
use and should have." 

"The logical evil effects of interest were quite 
largely cancelled by being received by interest pay- 
ers. Were this not true the results would have been 
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almost immediately and overwhelmingly disas- 
trous." 

"The total amount formerly collected in interest 
charges, and which would be collected now if we 
had retained the old system, was so vast that if it 
had all been collected and used by a few, the results 
to the people would have been calamitious. All ex- 
cept those few would have speedily drifted into the 
depths of poverty and destitution." 

"For illustration, say that our present total vol- 
ume of money medium, approximately seventy-five 
billions of dollars, was issued by one man at an in- 
terest rate of six per cent. Let us assume that it 
cost one per cent to have the business transacted, the 
remaining five per cent being clear profit." 

"Five per cent on seventy-five billions of dollars 
is three and three-quarter billions of dollars, or al- 
most as much as our entire crops of com, wheat and 
cotton." 

"Just imagine the tremendous power that man 
would have over our welfare." 

"The only way we could pay him would be with 
our products or our labor. But he could only use a 
very small portion of corn, wheat, cotton or other 
ordinary products. We could only pay by our labors 
in some other manner than raising products. We 
would have to stop our useful work and begin mak- 
ing luxuries and extravagances for him." 
15 
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"With such an income to spend, he could begin 
to spread the win^ of his vanity a hundred fold be- 
yond the wildest imagination of ancient rulers who 
had thousands and thousands of slaves to draw up- 



"The palaces of our most wealthy people would 
hardly be fit for the dog kennels of a man with such 
an income to spend." 

"Every day of his existence would involve enough 
useless labor to put scores of ordinary persons in 
comfortable circumstances for the balance of their 
lives." 

"Upon such an income it would be a small matter 
for him to order a mausoleum of such immensity 
and grandeur that all the Pyramids of Egypt com- 
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bined would be but as an apple compared to a foot- 
ball." 

"The people would be forced to toil and starve, 
toil and starve, just as certainly as they did in the 
ancient days when rulers had only to command and 
the slaves did their bidding." 

"Of course, this illustration is a rather extreme 
one, but it will bring out the point I want to impress 
upon you. The actual condition was modified by the 
fact that the interest was collected by many individ- 
uals, none of whom could approach the scale of ex- 
travagance outlined, but the principle of the thing 
remains the same." 

"Every system or practice that enables some to 
live upon interest collections is fundamentally wrong 
and bound to work hardship upon the people in gen- 
eral." 

"Every person who clipped a few interest cou- 
pons now and then, lived in idleness and possibly in 
luxury, richer at the end of the year than at its be- 
ginning, without any mental or physical exertions on 
his part, would be a direct burden upon the wealth 
producers, and as a matter of logic his position 
would have as little justification as if he had a 
monopoly of the entire interest collection. In a les- 
sened degree, it produced the same results. It would 
only require enough of such individuals to approxi- 
mate the condition that would exist if it were cen- 
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tralized in one person. I suppose you can recall many 
persons whom the shoe would have fitted rather 
snugly ?" 

"Oh, yes ; I knew quite a few of them in the old 
days and even at the present time," replied Mr. Bor- 
den. 

"I knew lots of wealthy men who were hard 
workers, some of them extremely useful and indus- 
trious, but I also knew others that were about as 
useless as the poorest loafer and lazybones we could 
find." 

"In fact they were a great deal more expensive, 
for, while the common loafer could be satisfied with 
enough to keep his carcass alive, the wealthy loafers 
had to get all kind of special care and attention. 
They got the cream of production and service for 
their portion." 

"I fully realize how it would be impossible for all 
of the people to be benefited by collecting interest 
from each other and also the unfair drain that has 
been made upon the wealth produced by the mass 
of the people, by the comparatively few who have 
been consumers of more than they have produced. 
But don't we owe a debt of gratitude to such of the 
so called 'wealthy class' as have not consumed as 
much wealth as their incomes from interest would 
entitle them to consume?" 

"By refraining from such extra consumption. 
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did they not entirely reimburse the mass of the peo- 
ple and permit affairs to gro on just ,as fairly and 
equitably as if they had not had any revenue from 
interest ?" 



"Would not the same result have been reached 
if all the wealthy classes had lived modestly and fru- 
gally, on just about the same scale of expenditure as 
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ordinary folks, either by voluntary action on their 
part or under coercive measures by the public ?" 

"Well," replied Uncle Sam. "I think we would 
have found it very difficult to make much headway 
along that line. We would have been directly com- 
batting, the natural instincts and inclinations of the 
people. It is the most natural thing for people to 
extend their scale of living as their incomes increase, 
unless those incomes and expenses are already so 
large that the mind cannot invent new avenues of 
spending." 

'^^An ounce of prevention is worth a pound of 
cure.' '' 

"It would be a very short-sighted policy to per- 
mit moneyed holdings to accumulate by interest col- 
lections with a hope or possibility that the natural 
and logical result might in some manner be pre- 
vented or lessened. It would be about as sensible as 
giving the baby a handful of matches for a plaything 
and try to satisfy yourself by thinking that you 
would probably be able to get the fire department on 
hand before everything was burned." 

"It is surprising and gratifying that so many of 
the wealthy were able to resist the insidious and de- 
moralizing influence that constantly beckoned them 
to drop their useful labors and become the idlers 
which their incomes would have permitted. It 
speaks volumes for their mental stamina and their 
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keen appreciation of the truth that all should be use- 
ful workers and not drones." 

"Many of the wealthy class, with vast incomes, 
with great productive ability and energy, did not 
consume as much as they actually produced; they 
allowed their fortunes to pile up rather than live 
or waste it; but it is really true that their actions 
made matters worse rather than better, so far as 
the people were concerned." 

'^Under the old system every measure and im- 
pulse that tended to keep the wealthy from luxury 
and extravagance made it all the more difficult for 
ordinary people to get the common necessities and 
comforts.*' 

"Under the old system every motive of thrift 
and saving that impelled people in all walks of life 
to consume less than they were producing and 
thereby have something laid by for 'rainy day' and 
emergencies, was really but hastening the time of 
such emergencies and making it more difficult to 
have the means at hand to meet them. The prudent, 
the thoughtful and the careful, acting from the most 
laudable motives, kept steadily choking off the pro- 
ductive capacities of the people. The spendthrift, 
the thoughtless and the careless, acting in defiance 
of all laudable motives, were the ones that in large 
measure helped to keep the productive mechanism 
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in operation, thereby enabling the prudent ones to 
work out a livelihood." 

"These may seem like very strange statements to 
you, as it appears to be a self-evident truth that the 
popular welfare would be helped by anything that 
tended to stop the extravagances of the wealthy or 
that encouraged thrift and saving among the rank 
and <ile of the people. It seems so evident that the 
less the wealthy would consume, and the more sav- 
ings among the people, the more wealth there would 
be left for consumption, that you may find it some- 
what difficult to give serious consideration to any 
argument to the contrary." 
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CHAPTER XV. 

Money at Cost — Purchasing Power Equal to Pro- 
duction — Interest Collecting Destroys Balance — In- 
terest Withdraws Money Medium Prom Exchange. 
Produces Collapse — Distress Aggravated By Econ- 
omy — Conditions Relieved By Exhaustion or Heroic 
Measures — Sure to Return While System is Retained. 
Under Old System it Was Beneficial For Rich to Be 
Spendthrifts. 



*To analyze the question of frugality and saving 
offsetting the ravages of interest upon money, let 
us assume a community of one hundred industrious 
wealth producers. Let us assume they were equally 
efficient in production and that each produced one 
thousand dollars' worth of wealth annually. Let us 
assume that each worked at the kind of work for 
which he was best fitted, exchanging products with 
each other so as to get the fullest benefits from each 
other's labor." 

"Let us also assume that they did not pay profits 
to any person, but had the co-operative ideal so fine- 
ly carried out that each and all retained the equiva- 
lent value of his entire product and that each con- 
sumed the full value of his production annually. Let 
us also assume that, as part of such perfect co-oper- 
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ation, they had a costless money mechanism of their 
own and that the total volume of money medium 
wa& one hundred thousand dollars." 

"I think that would be a rather ideal condition 
if it could ever be attained," interrupted Mr. Bor- 
den. "And if the conditions would remain the same, 
I see no reason why a community of that kind should 
not enjoy a permanent prosperity, bounded only by 
its ability and efficiency in production. The more it 
produced, the more it would have to consume and 
enjoy. But I reco^ize that you are only making 
it as an illustration, a 'pointing a moral to adorn a 
tale.' Please excuse my interruption." 
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"I want you to take particular note of the fact 
that, under the conditions outlined, each member of 
the community would be able to purchase and con- 
sume an exact equivalent in value of what he sold to 
the others, no more, no less," resumed Uncle Sam. 
**And that their volume of money medium would in- 
volve no burden or drain upon their production, as 
there was no profit accruing to any person through 
its furnishing." 

''Now assume that another man joined the com- 
munity, an industrious worker equal to the others, 
who would also consume his full production of one 
thousand dollars annually." 

"Now suppose the community was induced in 
some manner to quit furnishing their own money 
service on t. costless basis and turn the service over 
to the new man to provide. Let us assume that the 
total supply was to be continued and that they were 
to pay him interest at the rate of ten per cent." 

"The new provider of the money medium allayed 
their fears that he would become a drain upon them 
by assuring them that he would continue to produce 
as much as they did and that he would not consume 
any more than they did. To make the illustration 
more clear, let us assume that this part of the con- 
tract was faithfully observed. He kept up his end 
as a producer and he did not live beyond their stand- 
ard of living.'* 
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"I think we will agree that the illustration is 
fairly put and in a definite form to discuss the ques- 
tion you asked — Can this private furnisher of the 
money medium, overcome or neutralize the effect of 
such interest collection by refusing to increase his 
expenditures and by living like his f ellowmen ?" 

"The community starts to work under the new 
arrangement. The end of the first year comes 
around. It is time to pay the *money-man' the an- 
nual interest agreed upon, an average of one hun- 
dred dollars per man." 

"The hundred members begin to look a little wor- 
ried, but they call upon the *money-man' to settle 
up their interest, according to agreement." 

"They did not like to part with the hundred dol- 
lars in money for it was a part of their exchange 
medium. One of their number said it looked to him 
like cutting off one of their finger&u" 

"On the other hand, they did not like the idea 
of paying him in their goods, for the interest would 
be equal to one-tenth of all they produced.*' 

"They were in a quandary what to do, but he re- 
minds them that he is a producer of all he needs 
and that he intends to live strictly up to his agree- 
ment not to become a drone and live upon their la- 
bors." 

"He is rather indignant there should be the least 
suspicion that he intends to become a sponge upon 
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the rest of them. He tells them he intends to 
be just as self-supporting as under the old system 
and he wants them to live just as well as formerly." 
"The hundred men are rather relieved at theso 
statements from the 'money-man' for they had been 
worried at the possibility of giving up the one-tenth 
of all the things they had produced. They could 
easily see, if he took the tenth, they would have 
just that much less for themselves and they had 
ample need for all they produced." 



"They expressed their gratitude for not being 
required to hand over a tenth of their products or de- 
vote a tenth of their time to making additional com- 
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forts and luxuries for his use, but he assured them 
that he was in earnest about not consuming more 
than they did; that he positiyely would not become 
extravagant or wasteful; and that it would be a 
crime for them either to bring products that he 
would not use or devote a tenth of their time to 
creating extra comforts and luxuries of which he 
would not take advantage/' 

^'But the interest had to be paid somehow. Both 
he and they recognized that it was a bonafide agree- 
ment that ought to be fulfilled." 

"So the only thing to do was for each to pay 
his interest in money, one hundred dollars. It took 
ten thousand dollars out of the total volume of one 
hundred thousand dollars to make the payment." 

"He took the ten thousand dollars and set it 
aside with a remark to the effect that they need not 
be worried or alarmed, as he would never require 
them to redeem it in either goods or labor." 

"Somewhat puzzled, the community went to 
work again, hardly realizing they had introduced a 
very disturbing and discordant factor into their af- 
fairs, a factor that would produce disaster all the 
more quickly because of the ^money-man' strictly 
maintaining his attitude as an industrious, non- 
wasteful producer." 

"Ten thousand dollars of the volume of money 
medium had been withdrawn from use. The people 
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still owe the *money-man' the one hundred thousand 
dollars they had borrowed from him but all they 
have is ninety thousand; the other ten thousand is 
in permanent cold storage, practically dead/' 

"Their debit obligations are fully alive, but the 
credit instruments obtainable have shrunk ten per 
cent. The balance or equilibrium has been disturbed 
by the agreed upon arrangement by which he would 
not become wasteful or extravagant. Their indebt- 
edness to him could never be satisfied in full so long 
as he lives up to the agreement and refuses to spend 
the ten thousand/' 

"The community now has only ninety thousand 
dollars of money medium available, instead of one 
hundred thousand dollars. The population has not 
lessened. Their needs have not lessened. Their de- 
sires have not lessened. There was just as much 
need for one hundred thousand dollars of money 
medium as there had been before." 

"The business of the community had to be ad- 
justed to fit the reduced volume of money medium. 
If they kept prices up to the former level, they could 
do so only by a reduced volume of goods. If they 
kept the volume of goods up, they could do so only 
by a reduction of prices." 

"Their indebtedness to the 'money-man,' being 
specified in money, dictated that they should keep 
prices up, so that his claim or charge against them 
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would not equal any larger proportion of their pro- 
duct." 

"On the other hand, if they kept prices up, it 
meant less goods prodaced and they would have had 
to stand the burden of such reduction." 



"The community would be 'between the devil and 
the deep blue sea,' trouble ahead no matter which 
way they decided to go." 

"In such a case, both forces would be in opera- 
tion. It is hardly likely that either would gain its 
entire contention and the net result would probably 
have been a compromise, a lower scale of prices and 
a less volume of production." 
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"Owing to such circumstances, in the second year 
their production would be decreased, say ten per 
cent, to keep our illustration in even figures. They 
would only produce nine-hundred dollars worth of 
wealth/' 

"At the end of the second year, they again paid 
to the 'money-man' their interest of one hundred 

dollars each. They were even more glad to pay him 
in money than they had been at the end of the first 
year, for if they had paid him in their products it 
would have required more than a tenth. The hun- 
dred dollars interest money that each paid would 
have been equal to about one-ninth of their product." 

"Ten thousand dollars more of the money med- 
ium were placed in permanent cold storage and the 
same process repeated in all its various stages." 

"Year after year the operations were repeated, 
the cord of strangulation getting tighter and tight- 
er. The people hastened the process by frantic per- 
sonal efforts at economy to make up for the dimin- 
ishing production. The economy of each still furth- 
er lessened the market for what others were pro- 
ducing and making it advisable for each to produce 
less and less goods because of their inability to dis- 
pose of or exchange it with the others." 

"It would be only a matter of time until the sit- 
uation would be a practical deadlock. The entire 
hundred thousand dollars of money medium would 
16 
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be impounded in the cold storage of the 'money- 
man.' The people would still owe him the hundred 
thousand dollars, but they would not have a dollar 
with which to pay him." 

"Business would be prostrated by the retir«iient 
from use of the needed money medium. It would be 
harder and harder for the commuaity to make a liv- 
ing and unless the pressure was taken off they would 
revert back to the most primitive forms of subsist- 
ence." 

"When some of the men approached the 'money- 
man' with a view of borrowing more from him, he 
treated them very kindly and considerately, but he 
said be would have to refuse any aditimial loans. 
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He said the present volume of loans was quite as 
large as safe and prudent banking would warranty 
and they had to agree that he was expressing the 
truth.'' 

"In fact the 'money-man' plainly intimated that 
as their productive capacity had become lessened, 
it had also lessened the security for the existing 
loans. Instead of an increase, prudence required 
they should make a substantial payment. But neith- 
er he nor they could figure out a way to accomplish 
such end, for they did not have any money and he 
did not want any goods." 

"This is decidedly interesting to me," said Mr. 
Borden. "It looks somewhat similar to the practice 
of 'bleeding' that was so common among the doctors 
in the old days. Some of them seemed to have the 
idea that to restore health it was first necessary 
to drain away a good portion of the health and life- 
sustaining blood volume." 

^^And it looks to me as if the 'money-man/ so 
long as he stuck honestly by his bargain to be a 
worker and not a spendthrift, would share alike in 
the general collapse.'' 

"Yes, they would all be in the same boat," replied 
Uncle Sam. "It only goes to show the peril of dis- 
turbing the equilibrium and mutual availability of 
debit and credit instruments." 

"But let us suppose, as the situation in the com- 
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munity grew more and more acute, that one of the 
men, witnessing his wife and children gradually 
fading away from the sufferings and hardships of 
their increasing poverty, becoming desperate and 
half-crazed with his worries, decided to take the 
matter into his own hands, law or no law." 



"While the 'money-man' and his family were 
temporarily absent from their home, this man broke 
into the house and stole the entire sum of money 
which they had paid in as interest and which had 
been regularly set aside by the 'money-man.' " 

"He then told the other members of the com- 
munity what he had done. They were somewhat 
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startled by his lawlessness, but their plight had be- 
come so grievous they were willing to hear what 
prompted him to do such an act." 

"He said he was convinced they must get back 
their money medium or perish. He said none of 
them seemed able to figure out a peaceable or lawful 
way to get it back and that it had resolved itself 
into a question of taking forcible possession of it. He 
said he felt that some person must break the law to 
save their existence and that he was just as much 
entitled to make the break as any of the others." 

"He suggested, inasmuch as they were equally 
indebted to the *money-man,' they simply divide the 
money equally. He said this would give them back 
the same vidume of exchange medium as in the first 
place and they could then renew buying and selling 
to each other and thus work their way out of the 
awful predicament they were in. He admitted that 
such defiance of their peace regulations was a sort 
of heroic treatment, but he felt that nothing else 
could save them." 

"The others were favorably impressed with his 
arguments. They agreed to protect him from any 
punishment for breaking the law and order. They 
distributed the money equally, not forgetting to 
leave the *money-man' a portion, for he was suffering 
with the rest." 

"The 'money-man' was very much surprised to 
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come home and And it had been burglarized, but he 
could do nothing, as they were unanimously against 
him. In fact, he felt somewhat relieved at their 
taking the responsibility for action of some kind, 
for his wife and children were also destitute." 

"The money medium, the life-blood of the com- 
munity, once more began to flow through the chan- 
nels of trade." 

"The effect was immediate and almost miracu- 
lous. It was like a good soaking rain after a pro- 
longed drouth.*' 

"Exchanges were resumed and with the increas- 
ed exchanges came increased powers and need for 
increased production." 
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'The community again started off on what it 
hoped would be a lasting prosperity. Joy and hap- 
piness replaced the darkness and despair. All be- 
came better fed, better clothed and better housed. 
Almost forgotten comforts and luxuries began to be 
once more within their command." 

''But they still owed the 'money-man' the one 
hundred thousand dollars. He had their obligations 
for the amount, bearing ten per cent interest. Soon 
the community once more began to find itself slip- 
ping down the grade to another crisis of poverty 
and woe. It was as certain as the law of gravita- 
tion, so long as they maintained the system of in- 
terest collecting, with the collector of the interest 
living frugally and in harmony with his feUowmen." 

"To view the subject from another angle, let us 
go back to the end of the first year, at the time 
when the hundred men came in to settle their inter- 
est obligations and let us suppose the 'money-man' 
to be an idle spendthrift instead of a frugal worker." 

"Suppose he had said to the hundred men, — 'You 
have agreed to pay me ten per cent for the use of 
the money medium that I have provided for you. 
That makes an interest charge of one hundred dol- 
lars from each of you or a total income of ten thou- 
sand dollars per year. That is ten times as much as 
I produce. With such an income at my command, I 
do not think I should work at all, but ought to live 
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upon my income and thereby keep from pOing up a 
great indebtedness for you to meet at some future 
time. I think it but justice to use up the entire in- 
come each year. So please arrange to pay your in- 
terest in cash and I will spend it among you for pro- 
ducts and services to an equivalent amount." 

"No doubt the hundred men might think it some- 
what a drain to hand over one-tenth of their pro- 
ducts and services, but they got back their entire 
volume of money medium and the capacity to pro- 
duce was not reduced in the second year as it had 
been in the other illustration." 

"It would be only a year or two until the amount 
they would pay as interest would really be far less 
than what, in the other illustration, they had lost 
by reason of decreased productive powers." 

"As the years passed, they kept paying over their 
one-tenth, but their production was undiminished 
and they had the nine-tenths of it for themselves." 

"They would probably grumble a good deal at 
keeping the *money-man' in imeness and luxury. But 
since it kept their money medium available and un- 
impaired, their welfare was far in advance of what 
it would have been in the other illustration, where 
the ^money-man' worked with all his ability and lived 
modestly and frugally, but who, in so doing, im- 
paired the money medium and speedily wrecked its 
usefulness/' 
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CHAPTER XVI. 

Ravages of Interest Partly OfiEset By Waste, 
Misfortune and Destruction — ^Their Prevention 
Would Aggravate Matters Under Old System — Mon- 
eyed Savings a Benefit, if Held Secondary to Gen- 
eral Welfare — Collapses Under Old System Destroy- 
ed Most Justified Part of Savings — Old System 
"Booms** and "Panics*' a Logical Result of Its 
Faults — Improvement in Bond and Stock Affairs 
Under New System. 



"In former years, the burden of interest charges 
was so heavy and so much of it was centralized in 
a comparatively few persons or families, who did not 
consume their incomes, that we always had a very 
large measure of injury arising from the locking up 
of money medium as a savings device and its impair- 
ment as an exchange medium." 

"But the process was prevented from working 
out the full measure of its deadly intensity by a va- 
riety of circumstances and factors which, in them- 
selves, would be considered by all as very unfortu- 
nate and deplorable." 

"For instance, a great fire, flood or other disaster 
would sweep away costly and valuable buildings. The 
work of replacement would reduce the moneyed 



holdings of the wealthy and put the money medium 
back into motion." 

"Costly mansions would be built, sometimes of 
collosal extravagance. It appeared like a criminal 
waste, but it put the money medium back into its 
needed channels, there to remain until savinga or in- 
terest had again accumulated it in cold storage." 

"Fortunes would be spent in erecting magnificent 
mausoleums for a few people to have their bodies 
entombed and laid away at death. Those who erect- 
ed them might be living in huts. But such outlay 
helped to get the money medium back into its prop- 
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er use and availability and thereby in some degree 
enabled those living in huts to secure better quar- 
ters." 

"Balls and dinner parties costing vast sums were 
frequently held. A heart-breaking exhibition of 
wastefulness, for perhaps at the same time thou- 
sands and thousands were suffering from want of 
the plainest necessities. But it helped to get the 
money medium back into the channels of usefulness 
and thereby helped the poorest people to get some- 
what better and more plentiful food.'' 

"Some person coming into great riches by inher- 
itance or otherwise, without business experience or 
judgment, would make absurd ventures and expend 
vast sums in paying men to do work that could 
never be made of any benefit to the general public. 
A waste of labor, it is true, but it helped to put the 
money medium back where it would benefit labor in 
channels that would not be wasted." 

"With the best of intentions, wealthy men would 
scatter broadcast great sums in charitable or ben- 
evolent work. Most of it would be worse than wast- 
ed because it bred a feeling of servility, lessening 
self-respect and a just independence. Wealthy men 
would give great sums to establish and endow pub- 
lic institutions, thereby creating a very damaging 
impression that the public must in large measure 
and forever depend upon private generosity for its 
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institutional advantages, hiding the great truth that 
the whole public, if justice prevailed in wealth dis- 
tribution, was amply able to establish and maintain 
from public revenues any and all public institutions 
that are justified or that can really be afforded. All 
such expenditures, doubtful and dangerous, good, 
bad and indifferent, helped to restore the money me- 
dium to its proper function." 

"The anarchists, of insane persons, who threw 
stones through windows, set fire to houses, blew up 
factories or bridges, scuttled ships, or committed 
other depredations that destroyed property and call- 
ed for replacement of it, were doing the public a 
real service, for they helped to keep the money me- 
dium from accumulating as unexpendable savings 
and thereby strangle the life out of productive ef- 
forts/' 

'Is it not a terrific indictment of interest that 

itsF ravages must needs be held in check and reduced 
by such unfortunate and deplorable factors as I have 
outlined?'^ 

"It is much as if the most honorable and upright 
of men must get certificates of character from the 
most disreputable and degenerate." 

"These avenues of wanton waste and destruction 
were oftentimes the target for great preventive 
measures, for they were recognized as being an 
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economic loss and indefensible upon their own mer- 
its." 

"But, under the old system, had the efforts to 
abolish them been completely successful, the condi- 
tion of the people would have been worse, for those 
wastes and extravagances, destructive and demoral- 
izing in themselves, were really of powerful aid in 
preventing more frequent and more complete indus- 
trial collapse brought about by the diverting of the 
money service from its primary use as a medium of 
exchange." 



"Under the old system, every disaster involving 
a property loss was by many people hailed with 
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gladness because its replacement would give employ- 
ment to men. That was the immediate thought and 
first effect^ but a far greater benefit resulted from 
the fact that such replacement would always bring 
volumes of money medium out of the cold storage 
where it had been placed by interest accumulations 
and send it coursing through the channels of trade, 
thus helping to bring about conditions that would 
keep men at work/' 

''Savings, in the form of moneyed holdings, are a 
splendid means of making the industrious rather in- 
dependent and able to overcome the emergencies and 
vicissitudes of life. They are justified to the extent 
necessary to accomplish such work as it should just- 
ly be accomplished, even though they may interfere 
a little with the full usefulness of money as an ex- 
change medium." 

"But we should never forget that they are al- 
ways a menace, a measure of interference with the 
most complete working of money as a medium of ex- 
change. Properly controlled, they may act like an 
irrigating system that can be depended upon in 
times of extreme need. Uncontrolled, they may act 
like the raging torrent that sweeps everything from 
their moorings and leaves disaster in its wake." 

"We should always keep in mind that the pub- 
lic, as a whole, has a paramount right to insist, and 
to enforce its demands, that moneyed holdings shall ' 
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not reach such pTx>portions or be subject to any con- 
trol that will materially reduce the effectiveness of 
money as a medium of exchange. The industry of 
<me gttieration shoold not be permitted to assume a 
form or power that would block or cripple the in- 
dustry of succeeding generatitms." 



"Under the old system when great volumes of de- 
posits became accumulated in the banks in the form 
of permanent or savings accounts, when the owners 
of such deposits were slow to invest in bonds and 
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mortgages, it would produce a tightness of money 
conditions, or an inability of the promoting and in- 
dustrial interests to get their expected, accustomed 
or needed volume of service." 

"The bank statements would show that they 
were 'pretty well loaned up' but still something 
would be lacking. People would begin to talk of a 
*loss of confidence,' 'overloaded market,' 'undigested 
securities,' etc." 

"The industrial conditions would go bad with 
the unfavorable financial conditions. There would be 
a relative falling off in business. Retrenchment 
would be the order of the day and such idea of re- 
ducing expenses would spread in all directions. Des- 
perate efforts would be made to get in financial con- 
dition to weather the storm. This would but hasten 
the process of putting the money medium out of 
reach as an exchange medium. General business 
conditions would become worse and worse as the 
medium of exchange was withdrawn from ex- 
change." 

"Business men would find themselves doing bus- 
iness at a loss as the volume of business fell off. 
Their expenses and fixed charges could not be re- 
duced as rapidly as their incomes decreased." 

"Labor of all kinds would be thrown upon part 
time and perhaps much of it be unable to secure any 
employment. Poverty, hardship and suffering 
17 
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would appear on all sides and the country would go 
through all the varied and terrible experiences of 
'hard times/ " 

**A sort of crisis would be reached when the de- 
pression had continued long enough to force those 
who had moneyed savings to draw upon and spend 
them." 

''As the savings and other permanent funds were 
being sacrificed by their holders, under pressure of 
stem necessity, the money medium would become 
restored to its use as an exchange medium." 

"It would be transferred to those who did not 
want it as a savings instrument, and who would in all 
probability pay it out at once. With the exhaustion 
or dissipation of the moneyed savings of the people, 
general business conditions would improve. The 
money medium would begin to circulate instead of 
lying dormant. Business would begin to brighten up 
and men would begin to say that 'confidence was 
once more restored." 

'Thus we had an alternate movement of 'good 
times' and 'hard times/ the 'good times' producing 
the 'hard times' and then the 'hard times* producing 
the 'good times.' " 

"The surplus wealth and progress of the 'boom' 
periods would be largely eaten up and destroyed by 
the enforced idleness of the 'slack' periods." 

'It had become such a regular thing to have the 
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register of prosperity swing from side to side that 
many of the people had come to consider it as un- 
avoidable and as certain as the return of the sea- 
sons." 

'Thousands and thousands of people, who had 
perhaps devoted years to the accumulating of a re- 
serve fund for the very laudable purpose of provid- 
ing for their old age, for accidents, sickness or death, 
and for the raising and educating of their children, 
would find themselves, while still in robust health 
and activity, anxious and ready to work, forced by 
hard times and unemployment to eat up and sacri- 
fice their savings and be left without any provision 
to meet the very emergencies and conditions that 
had prompted their thrift and frugality." 

"They would often be forced into idleness during 
the years of what should have been their greatest 
usefulness, only to become a charge and burden upon 
the community at large as the years passed along 
and their productive powers became lessened or 
ended." 

"This condition was greatly changed when we 
cut the chains that had made money, as an instru- 
ment of exchange, so subservient to its use as a sav- 
ings device. We abolished the unnatural situation 
that compelled savings to be sacrificed in order to 
restore prosperity/' 

"Under the new arrangement, prosperity did not 
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breed panics and panics were not necessary to re- 
store prosperity." 

"Under our present system, individuals can and 
do continue to put savings in money form, but the 
productive field is not crippled by such savings." 

"We may be somewhat anxious at times as to 
whether moneyed savings may not at some future 
time become too much of a drain upon the volume 
of production, but we have no fears that they will 
serve to stop our productive work." 

"This feeling that moneyed holdings may be- 
come too much of a burden upon production is of 
great use in making every wealth producer actively 
concerned in seeing that production is not saddled 
with moneyed claims that are not actually represen- 
tative of wealth production by the holders of such 
claims." 

"Under the old system, a great exploitation of 
the public through worthless bonds and mortgages 
was very much hidden by the complexity and lack 
of public control in the methods by which they were 
issued and placed among the people." 

"The people in general were grossly imposed up- 
on by the issue of all kinds of fake and fraudulent 
bonds, not issued upon actual wealth, but based upon 
the real or fancied belief that in some way or other 
the concern in question would be able to bleed the 
public enough to pay interest upon the bonds." 
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"Under our present system, the people are very 
much interested in seeing that all bonds and mort- 
gages have something more substantial than the 
'blue sky' to back them up. Self-preservation on 
the part of the people requires that all bogus bonds 
and mortgages be suppressed." 

"Our people have become so accustomed to hav- 
ing bond and mortgage loans made through our 
Public Banks, subject to full publicity and impar- 
tial investigation, that they would be very suspicious 
of any issue attempted to be floated upon the public 
in anything like the old way. On the face of it, it 
would appear as if the issue was unsupported by real 
wealthy otherwise it could be handled through the 
Public Bank. It would be conclusive evidence that 
the issue was a doubtful or dangerous investment 
and the people would be on their guard." 

"Speaking about your banking system throwing 
protection around bond and mortgage issues, it 
strikes me there was much more need to control and 
regulate stock issues," said Mr. Borden. 

"There was far more fraud and injury put upon 
the people by fake stocks than fake bonds. What 
effect, if any, has your Public Bank along that 
line?" 

"It has had a very beneficial effect," replied 
Uncle Sam. 

"When we began to take over the bond and mort- 
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gage field, the former bond and mortgage holders, 
■where dis-inclined to let their funds remain as depos- 
its in our banks, were forced to invest in property or 
property equities in the form of stocks." 

"Many indiviuals and organizations held bonds 
and mortgages as investments because they were 
more secure than stocks. Stocks were left to run 
wild, comparatively little attention was paid to 
them, and they were considered as gambling devices 
quite as much as real income producers." 

"But as individuals and organizations, who could 
not afford to lose, found they had to buy and hold 
stocks instead of bonds, they became very much con- 
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cerned in having those stocks represent real value 
and not a capitalization of wind and water. They 
insisted upon strict regulation and upon the preven- 
tion of bogus issues." 

"As a result, stocks became even more substan- 
tial than bonds had been under the old system. Of 
course, we could not be sure that all stock issues 
would prove profitable, for ventures might be with- 
out real chances of success. But we greatly ad- 
vanced the probabilities of success and eliminated 
the pure and simple fake stocks that were so com- 
mon in the old days." 

"Public opinion became so much enlisted on the 
side of securing honest stock issues and regulations, 
that it became very difficult to float them unless they 
had a real substantial basis. They ceased to be a 
gambler's plaything and were no longer subject to 
such wide and frequent variations as had existed 
under the old system." 

"Directly and indirectly, our banking system has 
had a very salutary influence in regulating stocks. 
We do not have a tenth of the downright fraud and 
rascality we formerly had along those lines, when 
fake stocks were printed by the bale and worked off 
on the unsuspecting lambs.' 
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CHAPTER XVII. 

Two Per Cent Public Loans a Large Revenue 
Producer — Difficulty of Former Revenue Measures. 
Taxes Are Paid By Production — Taxing Wealth, 
per se, Discourages Thrift — Tax on Exchange Med- 
ium a Fair Method — No Apparent Burden Upon 
People — Money and Banking Changes Supported 
By Prior Experiences — Finis. 



"Uncle Sam, I have trespassed upon your time 
a great deal today and I have been very much inter- 
ested throughout," said Mr. Borden. "It has been 
a revelation to me and I am beginning to get some 
grasp of the reasons for the prosperity the people 
are now enjoying." 

"But I promised to take supper with another of 
my good friends and I must soon be on my way to 
keep the engagement and permit you to attend to 
your own affairs. Before going, however, there is 
one other phase of the subject that has not been 
fully touched upon. In fact, it has only been men- 
tioned incidentally." 

'^Why did you stop the loan rate at two per cent? 
Why did you not continue the reduction until you 
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brought it down to one-half of one per cent, the ac- 
tual net cost of the service? How did you come to 
make your banking system a revenue producer?'' 

"Well, to teU the truth," replied Uncle Sam, "I 
think our actions on that point were hardly what 
you would call premeditated. Like Topsy,' we just 
sort of grew into it, found that it was a very good 
idea and retained it." 

"When the rate upon loans was being reduced, 
the borrowers were very much satisfied at the sav- 
ing they were effecting, and but very few objections 
were raised when it was suggested that we stop the 
reduction when the two per cent rate was reached 
and permit the profits that would accrue from that 
rate to become a public revenue. The people could 
easily see that the burden of other taxation would be 
lightened to the extent of such profits/' 

"In those days, we had a lot of very troublesome, 
vexatious and expensive ways of levying and col- 
lecting public taxes and the people thought it might 
be a very good idea to retain a little of the interest 
for revenue purposes and thereby be able to get rid 
of at least some of the very unsatisfactory revenue 
measures then relied upon." 

"It has usually been the aim to raise the public 
revenue in the least burdensome manner and we 
concluded that the retaining of a portion of the in- 
terest charges formerly collected would not appear 
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as being any burden whatever upon the general pub- 
lic." 

"The raising of public revenues was always ac- 
companied by so much wrangling and jangling that 
the people were willing at least to consider anything 
that had an appearance of merit, and, when it was 
suggested that we retain a fraction of the interest 
charges for general revenue purposes it met with a 
very welcome reception." 




"At that time a good portion of our revenues was 
being collected by a tariff upon imports and upon 
such subject the political parties and disputants got 
into some very heated and complex situations." 

"At one extreme of the question we had the 
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high protectionists, who believed that the tariff wall 
should be high enough to keep out imports, so that 
our needs would be supplied by goods of our own pro- 
duction or manufacture. To accomplish its full mis- 
sion as a protective measure the tariff would have 
to be high enough to keep out imports and there 
would be no revenue.'* 

"At the other extreme were the free-traders, 
who believed it best to throw trade between the na- 
tions just as open and unimpeded as trade between 
our own States. It is manifest that a true free trade 
policy could not produce any revenue.'* 

"But both parties admitted, after the elections if 
not before, that as a practical question, large 
amounts of revenue must be raised from import 
duties, as there was no other method in sight at that 
time to make up the needed volume of revenue." 

"As a result of such contradictory situation, 
neither free-trader nor protectionist was ever fully 
satisfied, the free-trader deploring any tariff walls 
and the protectionist dissatisfied because the neces- 
sity for raising revenue prevented them from raising 
the tariff wall high enough to keep the goods out." 

"Tariff laws were sort of mongrel measures 
framed quite as much upon revenue producing lines 
as upon a clear-cut distinction or discussion of the 
question of protection versus free trade." 

"The political parties fought backward and for- 
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ward for years, taking turns at framing up tariff 
bills, the only practical difference being in an ad- 
justment or shifting around of schedules. Their 
bills would usually produce about as much dissatis- 
fection among their friends as among their enem- 
les. 

"The protectionists when in power could not 
make the tariff high enough to keep out foreign pro- 
ducts, as they could not afford to lose the revenue. 
The free-traders when in power could not take the 
tariff off, for neither could they afford to lose the 
revenue." 

"As long as such necessity for tariff revenue con- 
tinued, there could not be any real discussion of the 
tariff question and for generations the people were 
whip-sawed back and forth in tariff wranglings that 
could not lead to other than about the same unsatis- 
factory condition, regardless of which side had been 
declared the winner." 

"I thought it would clear the air mightily and 
pave the way for a real discussion of the fundamen- 
tal principles underlying the protection and free 
trade controversy if we could in some manner ar- 
range that the question of raising revenue need not 
enter into it." 

"Experience has fully borne out my view that it 
would be a good thing if both free traders and pro- 
tectionists did not have their arguments obscured 
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and neutralized by any compulsion to keep tariff 
duties at such levels as would produce certain rev- 
enues." 

"In those days we also had a lot of 'internal rev- 
enue' taxes of various kinds, taxes upon alcoholic 
products, tobacco products, income taxes, corpora- 
tion taxes, stamp duties, etc. Many of them were 
in about the same position as the duties upon im- 
ports." 

"They were quite largely supported by many 
persons for other reasons than that they were rev- 
enue measures. They were upheld as a method of 
opposition or hostility to the subject the taxes were 
levied upon. But, like the tariff upon imports, those 
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questions could never be fully considered upon their 
own merits until there was another source provided 
for the revenues that were being collected." 

"The methods then in vogue for raising revenues 
provoked quite a general effort to dodge or evade 
payment. Lying was encouraged and was difficult 
to detect. A complex system pf spying and prying 
was required to keep the people from falling too gen- 
erally into the habit of dodging or evading their as- 
sessments. It was a common saying that the man 
who made an absolutely honest return of his taxa- 
tion was a very rare person and that most of the 
people would lie at least a little when it came to 
making such returns." 

"The taxes were exceedingly expensive to levy 
and collect. It required the services of many thou- 
sands to run the various departments charged with 
the work of gathering in the revenues." 

"The constant friction bred ill-feeling and hos- 
tility to all taxation. Every person was agreed that 
the question of raising public revenue was a pest 
from every point of view. It was rather uncertain 
what volume of revenue would be produced under 
the old forms, and it was often unfair and a burden 
upon those who paid it." 

"But, while this may be of interest in showing 
up the difficulties of raising revenue as it was for- 
merly handled, it still does not adequately explain 
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why we could agree to the raising of revenues from 
our control of the money service." 

"To get at such question properly, we must con- 
sider what, in the final analysis, is meant by the 
term taxes. When freed of all the clouds of dust 
and confusions, taxes are but a portion of the peo- 
ple's products and services. They are those portions 
of production and service that are set aside by the 
community for collective purposes." 

"The wealth producers cannot escape the pay- 
ment of taxes, for taxes are but a part of wealth 
production. It is vain to hope that the burden of 
taxation can be shifted to the shoulders of the 

idle or non-productive, even though they be 
wealthy." 

"Coercive or even radical measures may be deem- 
ed necessary to take wealth command away from 
those who never produced nor deserved it, but who 
have by 'hook or crook' come into possession of it, 
but they should be considered and stand on their 
own merits as public policy measures, intended to 
rectify an unfair or abnormal condition or distri- 
bution of wealth, and not as regular revenue meas- 



ures/* 



"If great fortunes or great incomes are a dan- 
ger or menace to the public welfare then it would be 
folly to dodge the real question of forcing their 
holders to relinquish possession." 
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"To urge revenue necessity as a reason for heav- 
ily taxing them would but obscure the question and 
postpone a fair discussion of the case. For, if rev- 
enue is to be considered as the justification for taxes 
upon great wealth or incomes, then it requires and 
justifies the perpetuation of great wealth holdings 
and incomes so that revenues may be continuously 
obtained from them." 



"In the final analysis, it is impossible for produc- 
tion to avoid the payment of all taxes and to the 
widest practicable degree it should be levied upon 
current production and not upon the results of past 
thrift and econmny." 
81 
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"I submit to your most thoughtful consideration 
that the question of a permanent, equitable and 
economical taxation resolves itself into determining 
the easiest and most satisfactory method by which 
productive industry can make such contribution, 
and that a collection of toll upon the medium of ex- 
change, which every person in production must use, 
is one of the best and most equitable revenue meas- 
ures that could be devised.*' 

"A tax collected upon the medium of exchange 
compels all producers to contribute, no matter how 
thriftless or wasteful they may be, and this equit- 
able sharing of the burden in turn promotes greater 
productive efforts." 

"People rightly feel that the results of their 
thrift and economy will not be taken away from 
them by an undue burden of taxation, and this tends 
to a wide and general increase in the more perma- 
nent forms of wealthy thus assuring each generation 
of better conditions and opportunities than those 
enjoyed by its predecessor." 

"Our Public Bank, as a revenue producer is very 
satisfactory and inexpensive. The net revenue from 
that source, almost a billion dollars annually, is col- 
lected practically without cost or friction. The bur- 
den is so widely distributed over the many lines of 
productive labor that the people scarcely feel it, and 
it seems to me that this is quite in harmony with the 
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fitness of things generally, for our National rev- 
enues all told are but a very small fraction of the 
value of the total productions and services." 

"Some of our people think we ought to raise all 
national, state and local revenues by the same meth- 
od, making some sort of division of the proceeds, 
but the subject is still in the early stages of discus- 
sion and the future alone will determine just what 
shall be done along those lines." 

"It was incidental to our main purpose that the 
Public Bank system became a revenue producer, an 
offset to those public activities that do not produce a 
sustaining revenue. We could easily have put our 
loan rate down to the net cost basis, had we so de- 
sired." 

^^But its advantages as an equitable source of 
revenue have become so clear and apparent that our 
people would not think of altering its usefulness 
along those lines." 

"Yes, John, our money system as a whole is to- 
day the admiration of the world. It is rapidly be- 
ing copied by all nations. Its workings are so simple 
and yet so effective that it almost surpasses belief 
why we did not have it installed many years sooner." 

"This delay was all the more remarkable when 
we consider that not much of it was wholly new or 
untried, but that almost every phase of it had been 
tried and tested in actual experience, years and years 
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before we organized our Public Banks." 

"How is that, Uncle Sam?" questioned Mr. Bor- 
den. ^^Do you mean that banks and money matters 
had ever before been run on anything like the lines 
upon which you conduct them at present?'' 

"That is exactly what I mean," replied Uncle Sam. 
"I don't mean that any bank or nation ever had our 
entire system, but I do mean that at some time or 
other banks and nations have tested and proved the 
wisdom of most of the various features of banking 
and finance that we have now been able to combine 
into a symmetrical and smooth-working mechan- 
ism." 

"For instance: take our low-rate loans. — For 
generations we had permitted the National Banks to 
deposit government bonds and we loaned them 
money at a very nominal rate of interest, even pay- 
ing interest on the bonds while in our custody. Later 
on we also allowed them to deposit other securities." 

"The principle was right then and it is right to- 
day, the essential diflference being in the degree of 
application." 

"By limiting the security to a few items and 
barring the general public from such service, the 
former application of the low-rate loan policy be- 
came a very unfair special privilege/' 

"But when we broadened the range of securities 
and brought the general public within its bounds. 
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the special privilege became transformed into a pub- 
lic benefit." 

"The free coinage of gold formerly existing was 
really a form of lending money without charging for 
it. This was not so apparent in former years, for 
free coinage itself had made gold bullion and dollars 
of interchangeable value. It would be clear as day- 
light now if we would attempt to lend a dollar with- 
out interest to everyone who would put up 25.8 
grains of gold bullion as security, for such bullion is 
not worth a dollar in the market." 

"As mentioned before, in the early days of our 
Postal Banks, we had the low rate loan idea work- 
ing to the benefit of the other banks. We loaned 
them our collections at two and one-half per cent 

interest." 

"Doing away with the use of gold and silver 
was not original with us. If you carefully scan the 
world's history, you will find that nations often dis- 
pensed with them. In fact, you will find that most 
of the nations, in their times of greatest need, al- 
ways carried their affairs through without the aid 
of either gold or silver." 

"Neither was it an original idea for us to have a 
Public Bank of our own. In fact we were one of the 
slower ones to adopt such step, although we have 
now surpassed them all in the scope of its opera- 
tions." 



"Speaking of Public Banks, I want to call your 
attention to what was one of the most remarkable 
banks in all history. I refer to the Bank of Venice, 
which for five or six hundred years ctmtinued its 
course without a semblance of panic or disaster." 

"Unfortunately, many of the details of its opera- 
tion have not been preserved by the historians, but 
enough has been preserved to show clearly how the 
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actual experience of that great bank flatly contra- 
dicted many of the principal contentions of those 
who were opposed to installing or developing our 
Public Banks." 

« 

"For instance, — ^take the question of our doing 
away with gold and silver and issuing credits and 
currency without any provision for gold or silver 
redemption." 

"Many of our people thought it quite impossible 
to accomplish such end, but, if they had studied the 
history of the Bank of Venice, they would have had 
their assurances along that line very thoroughly up- 
rooted." 

"The main feature of the Bank of Venice was a 
transferable but non-withdrawable system of cred- 
its, or checking accounts. They were even more 
radical than we are, for while we permit people to 
take out circulating notes if they so desire, the Bank 
of Venice credit accounts could not be so withdrawn. 
All that could be done was to check them around, in 
whole or in part. They were purely a matter of 
bookkeeping." 

"From the viewpoint of many of our people, it 
would be utterly impossible for those credits or 
checking accounts to be worth anything, as they 
were not redeemable in the precious metals." 

"But the fact remains that such credits were not 
only goody but that the people considered them a 
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better money medium than either gold or silver." 

"Generation after generation, century after cen- 
tury, those credits were so much preferred to coin 
that they always commanded a premium over coin, 
the premium finally having to be limited by law." 

"Through the beneficent effect of such non-in- 
trinsic credits, the little Republic of Venice became 
one of the great commercial powers of the world. 
People all over the world would sooner base their 
business affairs upon the Bank of Venice credits 
than upon the precious metals." 

"The Bank of Venice passed from existence only 
when the armed forces of Napoleon overran the 
country, and changed its customs and its institu- 
tions. They little realized that in destroying such 
bank they were casting aside a mechanism that 
would have continued to produce endless benefits if 
it had been perpetuated." 

"Taken all in all, we have not only had our reas- 
oning powers to guide us, but we have had plenty 
of examples from actual experience to uphold us in 
almost every phase of our banking and financial 
work/' 

"We have simply altered and reconstructed our 
mechanism of exchange so as to make it a fit asso- 
ciate and helpmate of an inventive and industrial 
capacity that has never been excelled in the history 
of the human race." 
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"We have simply directed our energies to the en- 
coaragement of the greatest possible measure of 
useful productive efforts and the widest and most 
equitable diffusion of the results." 

"As a people, we congratulate ourselves upon the 
success that has already attended our efforts along 
those lines and we hope and expect the future will 
give us an even greater measure of general progress 
and proRperity." 



"But I must not keep you any longer. I have 
thoroughly enjoyed our day together, but I don't 
want to be the means of making you late in your 
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other appointment. Come again soon, John, for I 
enjoy your company very much." 

"Indeed I will, Uncle Sam. This talk of ours to- 
day has been of vast benefit to me. I am just begin- 
ning to get an idea of the great good that arises 
through our pubhc institutions being rightly man- 
aged and when the popular welfare is the guiding 
principle." 

"Good-bye, Uncle Sam." 

"Good-bye, John, and Good Luck." 



NOTE BY THE AUTHOR 

In writing "Uncle Sam, Banker, 1910-1940," I have en- 
deavored throughout to carry the theme in a regular and 
systematic manner, starting with the general situation as it 
presented itself in the year 1910 and from thence portraying 
the subject- in such manner as, to my judgment, fairly out- 
lines the probable developments of the succeeding period of 
thirty years. 

The various stages of its development will necessarily in- 
volve and require many legislative enactions and administra- 
tive reforms, but I do not have the egotism to imagine that 
the precise measures and policies set forth in the various 
chapters are the best ones that can be devised to fit in with 
and become adjusted to the varied and ever-changing con- 
ditions as they arise and develop in the fields of actual ex- 
perience. 

In such respects, the argument has been given its rather 
specific form more for the purpose of focussing the attention 
of readers and for the conveying of a clear idea of the main 
ends in view, rather than to argue for legislative and execu- 
tive policies, which, in every human probability, would have 
to be frequently and materially altered to conform with the 
development of unforseen circumstances and conditions. 

For like reason, the question of how much time may be 
required to secure any certain stage of progress or to 
realize the hope for a development of the whole subject, will 
no doubt be altered materially by actual experience. The 
year 1940 may be too soon to get the financial system estab- 
lished in the full measure of the contemplated improvements, 
or, on the other hand, progress may be far more rapid and 
the goal may be reached long before 1940. 

As the volume, in its various parts, provides and outlines 
a regular sequence of legislative and administrative activity, 
I think you will probably find a concise schedule of the 
more important items a rather helpful feature for ready ref- 
erence and the following summary has been prepared and 
inserted to provide for such need: 



Summary of the Legislative and Admin- 
istrative Policies Outlined. 

Page 
Enaction of Federal Reserve Bank Act 60 

Postal Savings Banks — Early Provisions 63 

Decision to invest Postal Bank deposits in public 
securities at three and one-half per cent interest, 
instead of depositing them with other banks 75 

Interest rate upon deposits in the Postal Banks raised 

from two per cent to two and one-half per cent. ... 78 

Reduction of interest rate paid upon deposits in other 
banks, until all interest-paying accounts are pro- 
hibited 80 

Postal Banks thrown open for checking accounts 83 

Private banks prohibited from accepting any deposit 

accounts. Limited to lending of capital stock 83 

Enlargement of the field of securities acceptable for 

loans from the public banks 83 

Temporary retention of "cash reserve" method of regu- 
lating volume of loans from the public banks 86 

All deposits in the public banks made interest-bearing 

and payable on demand 88 

Provision for issue of a full legal tender National 

Currency 97 



